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SENIORS'    ACCESS    TO    AFFORDABLE  PRE- 
SCRIPTION DRUGS:  MODELS  FOR  REFORM 


WEDNESDAY,  FEBRUARY  16,  2000 

House  of  Representatives, 

Committee  on  Commerce, 
Subcommittee  on  Health  and  Environment, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:24  a.m.,  in  room 
2322,  Rayburn  House  Office  Building,  Hon.  Michael  BiUrakis 
(chairman)  presiding. 

Members  present:  Representatives  Bilirakis,  Upton,  Greenwood, 
Burr,  Bilbray,  Ganske,  Norwood,  Coburn,  Lazio,  Cubin,  Pickering, 
Bryant,  Waxman,  Pallone,  Deutsch,  Stupak,  Green,  Strickland, 
DeGette,  Barrett,  Hall,  Eshoo,  and  Dingell  (ex  officio). 

Staff  present:  Carrie  Gavora,  majority  professional  staff;  Tom 
Giles,  majority  counsel;  John  Manthei,  majority  counsel;  Kristi 
Gillis,  legislative  clerk;  Bridgett  Taylor,  minority  professional  staff; 
and  Amy  Droskoski,  minority  professional  staff. 

Mr.  Bilirakis.  The  hearing  will  come  to  order.  The  Chair  wishes 
to  announce  that,  with  the  exception  of  the  chairman's  and  ranking 
member's  opening  statement,  the  others  will  be  limited  to  3  min- 
utes in  the  interest  of  time.  We  have  a  long  hearing  scheduled. 

I  now  call  to  order  this  hearing  on  Seniors'  Access  to  Affordable 
Prescription  Drugs:  Models  for  Reform.  Today's  hearing  will  pro- 
vide an  opportunity  to  delve  deeper  into  the  details  of  specific  pro- 
posals to  expand  prescription  drug  coverage  for  Medicare  bene- 
ficiaries. I  believe  every  hearing  is  an  opportunity  for  members  to 
educate  themselves,  and  the  issue  of  prescription  drug  coverage 
certainly  merits  our  time  and  attention. 

However,  I  feel  strongly  that  we  must  act  soon  to  advance  legis- 
lation that  can  be  enacted  this  year.  As  I  have  repeatedly  said,  I 
believe  no  beneficiary  should  have  to  choose  between  filling  a  pre- 
scription and  buying  groceries.  At  a  minimum,  we  must  take  action 
to  help  individuals  in  greatest  need  today. 

As  you  know,  I  have  introduced  a  bipartisan  plan  to  improve  pre- 
scription drug  coverage  for  the  poorest  and  sickest  Medicare  bene- 
ficiaries. The  bill  is  not  perfect,  and  I  would  not  try  to  force  this 
approach  on  any  other  member.  After  reviewing  all  of  the  proposals 
before  us,  however,  I  hope  that  we  can  reach  a  consensus  this  year 
on  some  plan  to  improve  prescription  drug  coverage  for  Medicare 
beneficiaries  particularly  those  in  need. 

I  am  proud  of  the  subcommittee's  record  of  success  in  addressing 
difficult  legislative  issues  on  a  bipartisan  basis.  And,  given  the 
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charged  political  climate  and  the  complexity  of  the  prescription 
drug  debate,  the  challenge  before  us  is  most  certainly  daunting. 

As  we  seek  common  ground,  I  noted  with  interest  a  provision  in 
the  President's  budget  proposal  to  set  aside  $35  billion  in  on-budget 
surplus  money  over  10  years  for  a  policy  that  provides  protections 
against  catastrophic  drug  costs.  In  a  similar  vein,  the  bipartisan 
bill  that  I  have  introduced  would  establish  a  stop-loss  protection  for 
beneficiaries  who  have  high  annual  drug  costs.  I  hope  this  is  an 
area  where  we  can  find  agreement,  and  I  look  forward  to  hearing 
more  about  the  administration's  plans  in  this  regard. 

Our  first  panel  of  witnesses  will  describe  the  perspective  of  sen- 
ior citizens  in  this  debate,  and  it  includes  a  fellow  Floridian,  Dr. 
Beatrice  Braun.  Our  second  panel  includes  representatives  from 
the  Health  Care  Financing  Administration  and  the  General  Ac- 
counting office,  and  our  final  panel  includes  several  distinguished 
experts  with  a  diverse  range  of  experience  in  addressing  these 
issues.  I  want  to  welcome  each  of  our  witnesses  and  thank  them 
for  taking  the  time  to  join  us.  I  look  forward  to  today's  hearing  and 
the  opportunity  to  work  together  to  advance  legislation  to  help 
beneficiaries  obtain  the  medicines  they  need. 

The  Chair  now  recognizes  Mr.  Waxman. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Chairman. 

This  Congress  needs  to  take  action  to  provide  prescription  drug 
benefits  under  Medicare.  We  need  to  act  to  eliminate  price  dis- 
crimination for  drugs  for  our  seniors.  These  two  simple  actions  are 
long  overdue,  and  I  hope  today's  hearing  marks  the  first  real  step 
toward  dealing  with  these  needs. 

Sherrod  Brown,  who  has  been  committed  to  securing  a  universal 
prescription  drug  benefit  in  Medicare,  normally  would  be  here 
today  in  his  position  as  ranking  member  on  this  subcommittee,  but 
he  is  in  Ohio  suffering  from  injuries  from  a  serious  automobile  acci- 
dent. I  know  we  all  wish  him  a  speedy  and  full  recovery,  and  I 
know  he  is  anxious  to  be  back  and  help  pass  prescription  drugs  leg- 
islation out  of  this  committee. 

No  one  would  design  Medicare  today  without  including  a  pre- 
scription drug  benefit.  It  is  as  critical  to  good  medical  care  today 
as  hospital  care  or  physician  care  was  when  Medicare  was  first  en- 
acted. The  simple  fact  is  that  if  people  can't  get  the  drugs  they 
need,  they  don't  have  adequate  health  care  coverage. 

We  know  that  over  one-third  of  Medicare  beneficiaries  have  no 
drug  coverage,  and  nearly  30  percent  more  have  unreliable  or  very 
inadequate  coverage.  That  is  almost  two-thirds  that  need  help.  Re- 
tiree coverage  is  shrinking  or  being  eliminated,  benefits  are  in- 
creasingly expensive  and  inadequate,  and  we  know  that  all  the 
trends  show  that  this  situation  is  only  going  to  get  worse. 

Further,  we  know  that  seniors  out  there  trying  to  purchase  their 
prescription  drugs  on  their  own  face  tremendous  price  discrimina- 
tion. They  pay  more  for  their  drugs,  frequently  twice  as  much  or 
even  more  for  their  drugs  than  the  government  or  other  favored 
customers  of  the  drug  companies.  They  are  at  the  stage  of  their 
lives  when  they  have  more  health  problems  and  chronic  illnesses. 
They  need  and  use  drugs  more  than  any  other  part  of  the  popu- 
lation, and  yet  they  have  the  hardest  time  getting  coverage,  and 
when  they  purchase  out  of  pocket,  they  pay  the  highest  prices. 


Medigap  coverage  is  no  answer.  Any  policy  with  drug  coverage 
becomes  an  extremely  expensive  policy.  Not  only  is  the  drug  cov- 
erage itself  expensive,  but  the  adverse  selection  that  occurs  runs  up 
the  costs  overall.  So  people  pay  very  high  premiums  that  not  un- 
commonly are  barely  equivalent  to  the  amount  of  drug  coverage 
that  the  policy  supposedly  provides.  In  some  cases,  seniors  fmd 
they  are  paying  more  in  increased  premiums  than  the  drug  cov- 
erage is  worth. 

And  this  isn't  simply  a  problem  for  the  low  income.  More  than 
half  of  current  Medicare  beneficiaries  without  drug  coverage  have 
incomes  above  150  percent  of  poverty.  If  you  are  a  widow  living  on 
Social  Security,  if  you  have  several  different  chronic  conditions,  if 
you  need  prescriptions  regularly,  you  can't  afford  your  drugs.  It  is 
that  simple. 

All  this  clearly  underlines  the  need  for  Medicare  coverage  of  pre- 
scription drugs  for  all  of  the  program's  beneficiaries.  We  wouldn't 
pay  for  hospital  care  only  for  the  poor.  We  shouldn't  think  of  lim- 
iting drug  coverage  in  that  way,  either. 

To  me,  the  crisis  that  faces  Medicare  today  is  not  its  solvency. 
We  know  that  the  Trust  Fund  is  solvent  for  at  least  15  more  years. 
The  crisis  in  Medicare  is  that  it  doesn't  provide  coverage  for  pre- 
scription drugs  when  that  coverage  is  so  obviously  needed. 

Do  we  need  to  work  long  term  to  adjust  Medicare  and  its  financ- 
ing so  that  we  are  ready  to  care  for  the  baby  boomers?  Of  course 
we  do.  But  this  is  a  program  that  is  too  vital  for  too  many  to  take 
hasty  or  ill-considered  actions  that  are  neither  well  understood  or 
supported  by  the  public.  More  fundamental  changes  are  a  long 
term  project. 

But  however  we  change  the  program  in  the  future,  we  know  that 
it  will  have  to  provide  prescription  drugs  if  it  is  going  to  meet  the 
health  care  needs  of  our  seniors  and  disabled  citizens.  It  will  never 
be  easier  or  cheaper  to  do  than  it  is  now.  Let's  get  on  with  pro- 
viding coverage  in  the  program  and  ending  price  discrimination  for 
seniors.  I  hope  our  witnesses  today  will  help  us  take  the  steps  to 
achieve  these  goals  this  year.  This  Congress  could  have  no  better 
legacy. 

Thank  you,  Mr.  Chairman. 

Mr.  BiLiRAKiS.  Mr.  Greenwood? 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

As  Mr.  Waxman  has  just  said,  we  are  in  a  crisis.  We  have  wasted 
a  lot  of  time  trying  to  resolve  this  crisis.  There  has  never  been  a 
prescription  drug  benefit  for  Medicare.  We  had  an  opportunity 
about  a  year  ago,  when  the  bipartisan  Breaux-Thomas  Commission 
made  recommendations  that  would  have  enabled  us  to  structurally 
reform  Medicare  in  a  way  that  would  have  made  it  quite  conven- 
ient to  add  the  prescription  drug  benefit,  and  unfortunately  it  was 
the  administration  that  decided  to  sink  that  bipartisan  agreement. 

So  here  we  are  today  in  a  position  where,  as  we  know  and  it  has 
been  said,  35  percent  at  least  of  America's  seniors  do  not  have  ac- 
cess to  prescription  drug  benefits  at  all.  And  in  this  day  and  age, 
if  you  don't  have  access  to  the  new  marvels  of  the  pharmaceutical 
industry  and  the  new  marvels  of  the  biological  industry,  you  don't 
have  good  health  care. 
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As  we  look  at  this  problem  today,  one  of  the  things  that  we 
should  focus  on  is  illustrated  by  the  first  chart,  which  has  just  been 
covered  up  by  the  second  chart.  Now,  the  first  chart  indicates  that 
the  place  we  need  to  focus  our  attention,  obviously,  is  on  the  lowest 
income,  the  35  percent  of  seniors  without  prescription  drug  cov- 
erage. If  you  look  at  the  far  right,  only  5  percent  of  the  wealthiest 
American  retirees,  5  percent  of  those  over  $50,000  per  year  of  in- 
come are  without  the  benefit,  and  that  escalates  as  you  go,  in  in- 
verse proportion  to  income,  as  you  go  down  to  those  below  $10,000 
where  you  have  37  percent  of  the  seniors  without  the  benefit. 

This  will  get  worse.  Actually,  that  is — okay,  that  will  do.  This 
problem  is  going  to  get  worse  for  several  reasons.  No.  1,  as  we  all 
know,  the  percentage  of  those  of  us  who  will  be  above  the  age  of 
65  by  2030  will  go  from  13  percent  last  year  to  20  percent,  and  the 
reliance  on  medication,  for  a  lot  of  very  good  reasons  and  to  the 
benefit  of  the  retirees,  will  go  from  33  percent  of  the  population  of 
retirees  using  medication  of  some  kind  to  51  percent  on  a  regular 
basis. 

Another  reason  why  this  crisis  will  worsen  if  we  don't  resolve  it 
soon  is  because  the  costs  of  pharmaceuticals  in  total  are  increasing 
rapidly  in  comparison  to  a  generally  declining  Consumer  Price 
Index.  If  you  look  at  1993,  the  average  increase  in  pharmaceuticals 
was  about  8.2  percent  that  year  against  a  2  percent  CPI.  And  while 
the  CPI  is  still  2.7  percent  in  1999,  the  increase,  the  1-year  in- 
crease in  the  cost  of  pharmaceuticals  total  was  18.5  percent,  double 
digits,  and  that  trend  is  probably  going  to  continue  in  that  direc- 
tion. 

Finally,  what  is  important  I  think  to  look  at  is  that  simple  ap- 
proaches, oversimplified  approaches  that  would  simply  try  to  freeze 
the  prices  of  pharmaceuticals,  won't  do  the  job  because  the  annual 
increase  in  the  prices  of  pharmaceutical  products  on  the  market  is 
not  the  culprit.  If  you  look  at  that  chart,  they  increased  8.4  percent 
in  1990.  In  1998  there  was  only  3.2  percent.  That  is  the  purple  por- 
tion of  those  bar  graphs  on  the  bottom.  So  the  annual  increase  in 
the  price  of  products  on  the  market  is  relatively  de  minimis. 

What  is  happening  is  that  the  utilization,  the  volume  mix,  the 
likelihood  that  the  retiree  is  on  one  or  more  medications,  is  increas- 
ing, and  the  new  products  coming  onto  the  market  that  have  cost 
a  half  a  billion  dollars  

Mr.  BILIRAKIS.  Would  the  gentleman  finish  up? 

Mr.  Greenwood,  [continuing]  is  the  major  cause  of  the  price,  the 
cost  increase.  So  we  should  avoid  simple  approaches  to  this  prob- 
lem, but  we  should  get  on  with  it,  and  this  side  of  the  aisle  is  pre- 
pared to  do  that. 

Thank  you,  Mr.  Chairman. 

Mr.  BiLiRAKis.  I  thank  the  gentleman. 

The  gentlelady  from  Colorado. 

Ms.  DeGette.  Thank  you,  Mr.  Chairman,  and  thank  you  for 
holding  this  hearing  on  Medicare  prescription  drug  coverage. 

As  we  have  heard  already  from  my  colleagues,  our  seniors  are  in 
crisis  over  prescription  drug  issues.  Almost  two-thirds  of  them  have 
limited  or  no  coverage  whatsoever,  and  as  we  just  heard,  the  issue 
is  not  just  one  for  coverage  but  also  for  addressing  rising  costs.  In 
fact,  the  average  annual  prescription  drug  costs  for  seniors  are  esti- 
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mated  to  increase  from  $942  in  1999  to  $2,353  in  2011.  For  seniors, 
who  often  live  on  a  fixed  income,  they  are  at  considerable  risk  to 
such  extraordinary  cost  inflation,  and  they  desperately  need  a  com- 
prehensive Medicare  prescription  drug  benefit. 

Some  people  say  we  should  just  build  on  the  current  system. 
However,  access  to  prescription  drugs  cannot  be  just  based  on  fac- 
tors as  where  you  happen  to  retire,  as  is  so  often  the  case  today. 

For  example,  just  among  the  14  to  15  percent  of  Medicare  bene- 
ficiaries that  are  enrolled  in  HMOs,  some  Medicare+Choice  HMOs 
offer  comprehensive  coverage;  others  have  adopted  limited  coverage 
with,  as  Bruce  Vladeck  points  out,  a  bewildering  variety  of  for- 
mulary restrictions,  benefit  caps,  and  other  techniques  to  try  to 
manage  their  pharmaceutical  costs  which  significantly  complicate 
the  process  of  choice  for  beneficiaries,  and  an  increasing  number  of 
plans  are  completely  dropping  drug  coverage. 

The  options  for  the  other  85  percent  of  Medicare  beneficiaries  are 
further  complicated  by  the  perverse  incentives  of  prescription  drug 
coverage  in  inpatient  settings  but  lack  of  coverage  in  outpatient 
settings,  interactions  with  third  party  coverage  and  Medicaid. 

All  of  this  cries  out  for  adoption  of  a  standard  Medicare  pharma- 
ceutical benefit  that  would  significantly  simplify  the  choice  process. 
Moreover,  with  a  standard  prescription  drug  benefit,  as  is  the  case 
among  private  employers,  the  Medicaid  program  and  the  VA,  Medi- 
care could  for  the  first  time  assist  seniors  with  the  spiraling  costs 
of  prescription  drugs  by  bargaining  for  volume  discounts  on  their 
behalf  Without  it,  according  to  a  study  I  did  of  prescription  drug 
prices  in  my  district,  seniors  are  going  to  pay,  at  least  in  the  First 
Congressional  District  of  Colorado,  on  average  121  percent  more  for 
prescription  drugs  than  favored  customers  like  large  insurers, 
HMOs  and  the  VA. 

Mr.  Chairman,  to  address  both  the  lack  of  prescription  drug  cov- 
erage and  rapidly  rising  costs,  this  Congress  has  the  responsibility 
to  act  this  year,  and  I  am  glad  that  we  all  seem  to  recognize  the 
problem  on  a  bipartisan  basis.  The  devil  is  always  in  the  details, 
and  I  look  forward,  along  with  my  colleagues,  to  hearing  the  testi- 
mony that  we  will  hear  today. 

Thank  you,  and  I  yield  back. 

Mr.  BILIRAKIS.  I  thank  the  gentlelady. 

Dr.  Coburn? 

Mr.  Coburn.  Thank  you,  Mr.  Chairman,  for  holding  this  hearing. 
I  think  there  are  a  couple  of  things  that  we  need  to  talk  about 
when  it  comes  to  Medicare  prescription  drugs,  and  I  do  have  the 
experience  of  having  my  seniors  decide  over  a  pill  versus  a  meal, 
and  I  also  know  that  about  one  out  of  every  three  prescriptions  I 
write  them,  they  don't  fill  because  they  don't  have  the  money  to  do 
it. 

As  we  look  at  this,  you  know,  everybody  says  we  are  in  surplus, 
but  it  is  important  to  keep  in  mind  that  the  surplus  last  year,  the 
$1  billion  true  surplus,  came  out  of  the  Medicare  Part  A  Trust 
Fund.  The  $23  billion  that  is  projected  for  surplus  for  this  year  is 
coming  out  of  the  Medicare  Part  A  Trust  Fund.  It  is  excess  pay- 
ments into  Medicare.  The  $22  billion  for  the  year  2001  is  coming 
from  the  Medicare  Part  A  Trust  Fund. 
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So,  as  we  look  at  the  integrity  of  the  Medicare  system,  it  is  im- 
portant that  we  understand  that  the  projections  that  Mr.  Waxman 
gave  that  it  will  be  fine  for  15  years,  it  is  not  going  to  be  fme  for 
15  years,  because  we  are  going  to  spend  the  money,  and  the  money 
is  going  to  get  spent  on  other  things.  So  the  first  thing  we  need 
to  do,  if  we  are  going  to  establish  a  drug  program  for  Medicare,  is 
to  stop  taking  Medicare  Part  A  Trust  Fund  money. 

The  second  thing  that  I  think  we  need  to  do  is  to  look  at  what 
the  real  problems  are  in  the  drug  industry.  One  of  the  greatest 
mistakes  this  Congress  did  was  give  drug  companies  the  right  to 
advertise  on  television.  If  you  look  at  the  18.5  percent  increase  in 
the  cost  of  drugs  for  1999,  ask  how  much  that  would  have  been  de- 
creased if  $5  billion  hadn't  been  spent  on  television  advertising  for 
drugs  that  are  prescription  anyway.  Last  week  an  associate  of  mine 
saw  a  television  ad  for  an  IV  antibiotic,  on  television. 

Now,  who  is  paying  the  price  for  that?  Who  is  paying  for  that? 
Medicare  seniors  are  pa3dng  the  price  because  we  have  decided  to 
allow  drug  companies  to  advertise  prescription  drugs  on  TV,  of 
which  half  the  doctors,  when  they  get  asked  to  do  that,  imme- 
diately give  something  other  than  that  because  they  are  so  abhor- 
rent that  the  TV  should  be  telling  a  patient  what  they  need  when 
they  don't  give  full  information  on  it. 

The  second  thing  that  I  think  needs  to  be  looked  at  is  the  lack 
of  competition  in  the  drug  industry.  There  is  no  competition  in  the 
drug  industry.  We  like  to  say  there  is,  but  there  is  not. 

No.  3  is  the  fact  that  the  American  consumer  is  subsidizing 
drugs  in  Canada  and  Mexico,  that  if  you  look  at  the  prices  and  we 
ignore  the  NAFTA  system  for  allowing  drugs  to  move  across  bor- 
ders, in  fact  we  are  subsidizing  drugs  to  a  great  extent  throughout 
the  country. 

The  fourth  thing  that  I  think  needs  to  be  looked  at  is  the  lack 
of  utilization  of  appropriate  generics,  and  the  failure  of  the  FDA 
and  the  administration  to  approve  an  increasing  number  of  generic 
drugs,  and  the  failure  of  the  medical  profession  to  utilize  generic 
drugs  in  their  efforts  to  try  to  lower  the  costs.  Real  care  of  patients 
is  determined  on  whether  or  not  you  identify  what  is  wrong  with 
them,  give  them  something  that  they  are  going  to  use,  that  will  in 
fact  impact.  If  you  give  somebody  a  prescription  that  costs  $100 
and  they  can't  fill  it,  you  haven't  helped  them  at  all. 

Mr.  BiLiRAKis.  Please  summarize. 

Mr.  COBURN.  I  will.  So  what  should  be  the  things  that  we  look 
at  as  we  look  for  prescription  drug  relief?  Prolong  the  life  of  Medi- 
care, that  is  the  first  thing  we  ought  to  do.  The  second  thing  we 
ought  to  do  is  make  sure  whatever  we  do  increases  competition. 
No.  3,  the  third  thing  is  increase  access.  And  the  fourth  thing, 
what  can  we  do  to  lower  costs? 

And  I  thank  the  chairman. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 

Mr.  Burr,  to  inquire?  Do  you  have  an  opening  statement? 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

So  many  numbers,  so  many  differences  in  the  numbers.  Here  is 
one  number  that  I  don't  think  anybody  will  dispute:  $11,727  is  the 
income  of  an  individual  at  150  percent  of  poverty  in  the  United 
States  of  America.  The  question  you  have  to  ask  yourself  is,  how 
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long  will  we  allow  that  individual  to  make  a  decision  as  it  relates 
to  where  that  $11,000  is  spent,  and  for  us,  the  safety  net,  not  to 
provide  the  drug  access  and  availability  for  them. 

I  don't  think  that  the  argument  in  this  committee  will  be  over 
whether  there  is  a  need  for  the  Federal  Government  to  be  involved. 
Until  Mr.  Dingell  came  in,  I  could  safely  say  nobody  on  the  com- 
mittee was  here  when  we  passed  Medicare  into  law.  But  clearly, 
had  drug  benefits  been  part  of  the  standard  policy  at  that  time,  I 
think  that  prescription  drugs  would  have  been  part  of  Medicare 
and  should  be  today. 

The  GAO  will  testify  shortly  that  it  should  be  done  in  conjunc- 
tion with  comprehensive  reform  of  Medicare.  You  have  already 
heard  some  members  say  we  don't  need  to  do  that  now.  One  of  the 
reasons  that  we  are  in  this  position  is  that  we  haven't  been  bold 
enough  to  tackle  tough  things  in  the  past  as  it  relates  to  health 
care,  and  especially  as  it  relates  to  seniors'  health  care. 

I  personally  believe  that  it  is  time  that  they  have  the  best  deliv- 
ery system  for  health  care,  and  that  is  not  our  current  Medicare 
system.  But  we  can  add  the  drug  benefit  in  the  right  way,  a  way 
that  makes  it  comprehensive  and  universal  so  that  all  seniors  can 
have  an  option  of  buying  in  and  some  seniors  being  supplied  the 
subsidy,  and  it  fits  in  the  model  of  where  we  go  for  Medicare  in 
the  future,  then  I  am  all  for  doing  it  with  this  very  important  first 
step. 

Mr.  Chairman,  I  look  forward  to  the  witnesses.  I  thank  them  for 
their  testimony  in  advance.  I  look  forward  to  this  committee  pro- 
ducing a  product  that  some  in  this  town  say  we  can't  do,  and  in 
fact  this  Congress  passing  it  and  this  President  signing  it  into  law. 

I  yield  back. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 
Mr.  Dingell,  to  inquire? 

Mr.  Dingell.  Mr.  Chairman,  thank  you.  First,  I  commend  you 
for  the  hearing  today.  Second  of  all,  I  observe  this  is  a  most  impor- 
tant subject  and  one  on  which  we  should  provide  leadership,  and 
again  I  commend  you. 

I  ask  unanimous  consent  that  my  full  statement  be  inserted  into 
the  record,  and  I  be  permitted  to  summarize. 

Mr.  BILIRAKIS.  Without  objection,  the  opening  statement  of  all 
members  of  the  panel  will  be  made  a  part  of  the  record. 

Mr.  Dingell.  Mr.  Chairman,  one  of  the  great  needs  of  Medicare, 
which  was  originally  introduced  by  my  dad,  and  which  I  sat  in  the 
chair  when  it  was  passed,  is  to  see  that  we  give  our  senior  citizens 
coverage  for  prescription  drugs,  because  many  of  them  are  com- 
pelled to  go  to  a  doctor,  to  receive  the  friendly  bedside  manner,  but 
not  to  receive  the  thing  which  is  absolutely  essential  to  the  success 
of  the  treatment,  and  that  is  prescription  pharmaceuticals  to  ad- 
dress the  basic  medical  need  which  they  confront. 

More  and  more  costs  are  being  asserted  against  them.  Medicare 
beneficiaries  have  only  limited  coverage  for  insurance  against  the 
costs  of  prescription  pharmaceuticals,  and  indeed  many  of  them  are 
suffering  significant  difficulties,  including  hard  choices  between 
prescription  pharmaceuticals  which  they  need  and,  unfortunately, 
food,  lodging  and  other  things  which  happen  to  be  equally  impor- 
tant to  them. 
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The  inclusion  of  prescription  drugs  in  the  Medicare  program  does 
not  have  to  wait  for  system- wide  reform.  It  can  be  dealt  with 
through  incremental  change,  and  if  you  have  observed  the  difficul- 
ties that  we  always  confront  when  you  try  to  make  a  massive, 
sweeping  change,  the  end  result  is,  nothing  happens.  My  sugges- 
tion is  that  we  then  get  down  to  the  business  of  addressing  this 
problem  in  a  simple,  easy  change  which  we  can  make  which  will 
achieve  broad  support,  and  which  is  really  not  subject  to  any  criti- 
cism. 

There  are  two  discharge  petitions  now  pending,  one  on  the  Allen 
bill,  H.R.  664,  and  one  on  the  Stark-Dingell  bill,  H.R.  1495.  The 
Allen  bill  will  provide  access  to  prescription  drugs  at  discounted 
prices  for  seniors,  making  them  more  affbrdable.  I  will  note  that 
not  infrequently  drugs  of  the  same  exact  chemical  prescription  or 
substance  are  made  available  to  animals  at  about  half  the  cost  to 
which  they  are  made  available  to  senior  citizens.  Clearly  there  is 
some  imbalance  here  that  needs  to  be  addressed,  and  I  would  sug- 
gest that  we  can  and  should  do  so  at  an  early  time.  The  Stark-Din- 
gell bill  would  add  a  universal  affordable  prescription  drug  benefit 
to  the  Medicare  program. 

The  petitions  will  seek  to  have  an  open  rule  so  that  we  can  full 
and  fair  consideration  of  the  bills  on  the  House  floor.  I  prefer  to 
follow,  of  course,  the  regular  order,  and  it  is  for  that  reason  I  am 
delighted,  Mr.  Chairman,  that  you  are  having  this  hearing,  because 
this  enables  us  then  to  commence  moving  forward  on  both  of  these 
pieces  of  legislation  and  not  to  confront  the  kind  of  problem  that 
the  committee  and  the  Congress  confronted  when  we  had  to  move 
the  Patients'  Bill  of  Rights,  which  was  so  ably  sponsored  by  my 
dear  friend,  Mr.  Norwood,  with  my  modest  assistance. 

Mr.  BILIRAKIS.  If  you  would  summarize,  please. 

Mr.  DiNGELL.  Having  made  that  observation,  I  look  forward  to  a 
successful  consideration  of  this  matter,  a  harmonious  and  bipar- 
tisan working  together  to  achieve  a  solution  to  a  problem  which  the 
senior  citizens  find  most  troublesome.  And  I  would  note  simply  to 
the  committee,  the  people  want  it,  the  country  needs  it,  it  is  good 
for  us  all  to  resolve  this  question,  we  can  do  so  easily,  and  I  am 
delighted  to  see  you  embarked  upon  the  beginning  of  this  under- 
taking. And  I  know  that  the  committee,  under  your  leadership,  will 
move  forward,  and  I  look  forward  to  being  a  modest  participant. 

[The  prepared  statement  of  Hon.  John  D.  Dingeli  follows:] 

Prepared  Statement  of  Hon.  John  D.  Dingell,  a  Representative  in  Congress 
FROM  THE  State  of  Michigan 

Medicare  is  one  of  the  most  successful  social  programs  of  our  time.  In  1965,  when 
Medicare  was  created,  about  half  of  America's  seniors  did  not  have  health  insur- 
ance. Almost  1  in  3  seniors  lived  in  poverty,  and  were  forced  to  choose  between  food, 
rent,  or  needed  care. 

Today,  as  a  result  of  Medicare,  seniors  can  get  affordable  health  care.  The  poverty 
rate  of  the  elderly  has  been  cut  in  half  Americans  are  living  longer  and  more  pros- 
perous lives. 

However,  since  the  program's  enactment,  there  have  been  many  advances  in  med- 
icine. Most  notably,  prescription  medications  have  been  a  critically  important  form 
of  treatment,  helping  to  cure  disease,  to  prevent  relapse  of  illness  or  injury,  and  to 
prevent  the  onset  of  disease  or  disability. 

But,  most  seniors  find  themselves  pajing  more  and  more  out  of  pocket  for  the 
drugs  they  need  to  stay  well.  Some  Medicare  beneficiaries  have  insurance  coverage 
to  help  with  these  costs,  but  this  coverage  is  unstable  and  declining.  Medicare  bene- 
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ficiaries  today  face  problems  \vith  drug  coverage  similar  to  the  health  insurance  cov- 
erage problems  faced  in  1965.  Many  are  presented  with  a  stark  choice  between  food, 
rent,  or  prescription  drugs.  And  of  those  with  coverage,  about  half  are  without  full- 
year  coverage. 

To  fulfill  the  promises  made  to  seniors  in  1965,  we  need  to  modernize  the  Medi- 
care benefits  package  and  make  prescription  drugs  an  integral  part  of  Medicare. 
What  this  means  is  that  prescription  drugs  should  be  available  to  all  Medicare  bene- 
ficiaries through  the  Medicare  program,  whether  in  fee-for-service  or  managed  care. 
The  benefit  should  be  defined  so  that  all  Medicare  beneficiaries  are  guaranteed  de- 
pendable coverage,  no  miatter  where  they  live  or  how  they  get  their  coverage.  Addi- 
tionally, the  benefit  should  be  structured  to  encourage  participation,  and  it  should 
have  protections  for  the  low-income  beneficiaries.  Recognizing  the  important  role 
that  employers  play  in  providing  retiree  benefits,  we  should  also  encourage  employ- 
ers to  continue  providing  these  benefits  as  well. 

However,  the  inclusion  of  prescription  drugs  in  the  Medicare  program  should  not 
have  to  wait  for  system-wide  reform.  We  do  need  to  explore  ways  that  the  Medicare 
program  can  be  modernized  and  encouraged  to  work  more  efficiently,  but  given  the 
number  of  people  afi"ected  by  system-wide  reform,  we  should  proceed  with  caution, 
and  certainly  accept  no  proposal  that  would  eliminate  the  universal  guarantee  and 
social  insurance  nature  of  the  Medicare  program.  We  should  be  seeking  to  fulfill  the 
promises  made  to  seniors  in  1965,  not  break  them. 

We  are  eager  to  get  down  to  the  business  of  providing  prescription  drug  coverage 
in  Medicare  and  making  needed  medicines  more  affordable  for  seniors  this  year. 
Today,  we  Democrats  introduced  two  discharge  petitions:  one  on  the  Allen  Bill,  H.R. 
664,  and  one  on  the  Stark-Dingell  bill,  H.R.  1495.  The  Allen  bill  would  provide  ac- 
cess to  prescription  drugs  at  discounted  prices  for  seniors,  making  them  more  afford- 
able. The  Stark-Dingell  bill  would  add  a  universal,  aff"ordable  prescription  drug  ben- 
efit to  the  Medicare  program.  These  petitions  seek  to  discharge  an  open  rule,  so  that 
we  can  have  full  and  fair  consideration  of  these  bills  on  the  House  floor.  While  I 
prefer  to  follow  regular  order,  both  of  these  bills  v,-ere  introduced  almost  a  year  ago, 
but  we  have  not  seen  any  action  to  date.  Seniors  have  already  been  v,'aiting  too  long 
for  help. 

I  am  pleased  to  see  that  this  Committee  is  exploring  the  issues  surrounding  pro- 
viding prescription  drug  coverage  in  Medicare.  I  look  forward  to  hearing  from  to- 
day's witnesses,  and  I  hope  that  we  will  expeditiously  proceed  to  markup  on  a  pro- 
posal that  would  guarantee  all  Medicare  beneficiaries  affordable,  accessible,  and 
comprehensive  coverage  of  prescription  drugs.  But  if  this  Committee  fails  to  act, 
each  Member  can  do  his  or  her  part  by  signing  the  discharge  petitions  so  that  sen- 
iors are  not  kept  waiting. 

Mr.  BiLlRAKlS.  And  I  thank  the  gentleman. 
Mr.  Bryant? 

Mr.  Bryant.  Thank  you,  Mr.  Chairman. 

Access  to  prescription  drugs  for  Medicare  beneficiaries  is  prob- 
ably the  most  critical  issue  facing  lawTnakers  this  year.  The  current 
Medicare  benefit  package  does  not  cover  most  prescription  drugs, 
and  I  have  heard  from  many  seniors  in  my  district  who  struggle 
to  afford  their  medicines  every  month. 

Today  none  of  us  would  devise  a  medical  insurance  program  for 
seniors  that  didn't  include  coverage  for  prescription  drugs,  but  the 
current  Medicare  program  was  created  in  1965,  and  back  then 
drugs  didn't  play  as  vital  a  role  in  keeping  people  healthy.  A  lot 
has  changed  in  health  care  since  then.  Conditions  which  used  to  re- 
quire hospitalization  can  now  be  treated  with  new  medications. 
These  modern  medicines  help  keep  people  out  of  the  hospital,  out 
of  nursing  homes,  and  help  people  remain  active,  productive  mem- 
bers of  society. 

Over  the  past  35  years  medicine  has  changed,  but  Medicare  has 
not  been  able  to  keep  up  with  those  innovations  because  of  the  way 
it  is  designed  and  its  overwhelming  complexity.  The  program  con- 
tinues to  be  plagued  by  financial  problems.  Frankly,  we  owe  bene- 
ficiaries a  better  Medicare,  one  that  can  adapt  and  adjust  to 
changes  in  the  health  care  system.  We  should  not  lose  sight  of  the 
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long  term  goal  as  we  work  to  provide  new,  affordable  options  for 
prescription  drug  coverage  for  seniors. 

I  want  all  beneficiaries  to  have  access  to  affordable  prescription 
drugs.  I  am  interested  to  hear  from  our  witnesses  today  on  how 
they  think  they  can  provide  better  access.  I  know  someone  is  here 
from  HCFA  to  talk  about  the  administration's  plan,  and  I  am  glad, 
because  I  have  concerns  about  that  proposal.  To  he  honest,  after 
looking  at  the  President's  numbers,  I  am  not  sure  many  seniors 
will  get  much  of  a  benefit  from  his  plan. 

For  example,  the  average  senior  without  any  form  of  drug  cov- 
erage is  paying  approximately  $468  in  total  drug  costs  annually, 
according  to  the  latest  data  from  the  Medicare  current  beneficiaries 
survey  from  HCFA.  Under  the  administration's  plan,  a  beneficiary 
would  pay  $302  a  year  in  premium  expenses  and  half  the  cost  of 
the  prescriptions  that  they  purchase,  so  $302,  plus  half  of  the  $465 
on  average  is  $234,  equals  about  $536  total  that  a  person  would 
pay  under  the  President's  plan.  This  senior  would  be  paying  $68 
more  under  his  plan. 

I  may  be  crazy  here,  but  I  think  we  can  probably  do  better  than 
that.  These  are  the  facts  and  the  figures  that  we  have  to  look  at 
closely  today,  and  I  am  confident  that  we  can  find  a  better  market- 
based  solution  that  will  help  the  seniors  than  the  President  has 
suggested  so  far. 

I  want  to  thank  the  witnesses  today  in  advance  who  have  taken 
their  time  to  be  here,  and  I  look  forward  to  your  testimony.  Mr. 
Chairman,  I  yield  back  the  balance  of  my  time. 

Mr.  BiLlRAKlS.  And  I  thank  the  gentleman  for  that. 

Mr.  Pallone? 

Mr.  Pallone.  Thank  you,  Mr.  Chairman,  and  I  want  to  thank 
you  for  holding  this  hearing. 

The  lack  of  an  affordable  prescription  drug  benefit  is,  without 
question,  the  biggest  problem  with  the  Medicare  program  today. 
The  problem  can't  be  corrected  piecemeal  by  simply  devising  a  plan 
to  cover  the  poorest  seniors.  A  comprehensive,  affordable  drug  ben- 
efit should  be  available  to  all  seniors  regardless  of  income.  Over  50 
percent  of  Medicare  beneficiaries  without  drug  coverage  are  actu- 
ally middle  class  seniors. 

It  is  not  clear  to  me  whether  the  Republican  leadership  is  pre- 
pared to  move  away  from  their  previous  plan  to  cover  only  the  one- 
third  of  Medicare  beneficiaries  who  lack  any  prescription  drug  cov- 
erage at  all.  The  Speaker,  I  understand,  has  appointed  a  partisan 
task  force  to  study  this  issue,  and  I  hope  this  is  not  a  mere  diver- 
sionary tactic  to  stall  any  action  by  this  committee  to  move  quickly 
on  a  comprehensive  drug  benefit  that  includes  putting  an  end  to 
the  price  discrimination  seniors  face  when  purchasing  pharma- 
ceuticals. 

That  price  discrimination  issue  has  been  well  documented  by  Mr. 
Waxman  and  his  Government  Reform  Committee  and  a  number  of 
consumer  groups.  The  Waxman  committee  report  shows  that  sen- 
iors pay  almost  twice  as  much  for  their  prescription  drugs  than  do 
the  pharmaceutical  industry's  most  favored  customers.  Families, 
U.S.A.,  to  cite  just  one  example  from  outside  the  government,  found 
that  the  prices  of  the  50  drugs  used  most  frequently  by  seniors 
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have  risen  at  approximately  two  times  the  rate  of  inflation  over  the 
past  5  years,  and  four  timies  the  rate  of  inflation  over  the  last  year. 

When  it  comes  to  an  examination  of  who  has  taken  the  lead  in 
trying  to  fix  this  problem.  I  think  the  record  is  clear.  Notwith- 
standing Chairman  Bilirakis"  bill,  the  Republicans  have  done  little 
on  this  issue.  Democrats,  on  the  other  hand,  have  been  on  the 
House  floor  day  after  day  since  the  106th  Congress  began,  pushing 
for  consideration  of  legislative  solutions  such  as  those  that  have 
been  offered  by  Congressman  Tom  Allen  and  Mr.  Waxman  and  by 
Congressman  Pete  Stark  and  Mr.  Dingell.  All  day  today,  in  fact, 
Democrats  will  be  signing  discharge  petitions  on  both  of  these  bills 
in  an  effort  to  overcome  the  OOP's  opposition  to  moving  this  issue 
forward  quickly. 

Both  the  Stark  and  Allen  plans  would  increase  the  negotiating 
power  of  those  seeking  to  provide  a  Medicare  drug  benefit,  allovring 
pharmaceuticals  to  be  purchased  at  cheaper  prices  and  passing 
those  savings  on  to  all  interested  seniors.  The  President's  plan  also 
proposes  to  establish  a  comprehensive  benefit  and  provide  pharma- 
ceuticals to  seniors  who  need  them  at  discounted  prices,  and  I 
strongly  support  his  proposal.  On  the  other  hand,  I  don't  know  of 
any  Republican  proposals  or  expressions  of  support  for  confronting 
the  issue  of  pharmaceutical  price  discrimination. 

Mr.  Chairman,  before  closing,  I  did  want  to  express  my  \'iew  that 
I  do  think  it  is  important  to  bring  in  the  pharmaceutical  companies 
in  our  efforts  to  pass  the  Medicare  prescription  drug  benerlt.  The 
willingness  of  the  drag  companies  to  drop  their  initial  opposition 
to  a  benefit,  and  specifically  to  the  President's  proposal,  is  refresh- 
ing. I  was  contacted  by  some  of  New  Jerseys  pharmaceutical  ex- 
ecutives in  particular  last  month,  who  expressed  their  willingness 
to  sit  down  and  help  come  up  with  a  plan. 

In  an  effort  to  show  bipartisanship  and  support  for  a  plan  that 
the  industry-  did  not  oppose,  I,  along  v^ith  my  colleague  from  New 
Jersey.  Marge  Roukema.  sponsored  the  House  version  of  the  SPICE 
Act  last  year,  and  I  believe  

Mr.  BiLlRAKlS.  Please  summarize. 

Mr.  Palloxe.  [continuing]  and  I  believe  that  that  also  can  move 
the  prescription  drug  benefit  debate  for^vard. 
Thank  you,  Mr.  Chairman. 
Mr.  BiLlRAKiS.  I  thank  the  gentleman. 
Dr.  Nor^vood? 

Mr.  Norwood.  Thank  you  verv-  much,  Mr.  Chainnan. 

This  is  of  course  a  ver>'  important  hearing,  but  just  on  a  little 
lighter  note,  I  want  to  say  to  my  dear  friend  John  Dingell,  who  can 
be  described  in  many  wonderful  ways,  "modest"  is  probably  not  one 
of  the  words  that  should  be  in  his  vocabulary'. 

We  need  to  begin  this  process  of  matching  a  real  and  correct  leg- 
islative solution  to  the  rhetorical  problemi  that  dominates  the  polit- 
ical arena,  and  we  are  not  going  to  get  there,  my  friend  Mr. 
Pallone,  by  making  this  a  partisan  issue,  and  you  know  that.  My 
obser\'ation  is  that  if  you  want  to  be  real  partisan,  that  is  a  certain 
way  of  how  not  to  get  the  job  done. 

The  question  is,  how  do  we  increase  seniors'  access  to  affordable 
prescription  drugs?  I  would  like  to  begin  by  noting  a  ver>'  simple 
truth,  a  fact:  The  long  teirm  health  of  the  Medicare  program  is  far 
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from  settled.  When  we  first  took  up  Medicare  reform  at  least  5 
years  ago,  bankruptcy  was  imminent,  in  fact  this  year.  In  1997  we 
made  some  very  hard  choices  in  changing  the  way  we  reimburse 
providers,  and  it  did  extend  the  solvency  of  Medicare  15  years. 

In  fact,  we  did  go  too  far,  which  is  why  we  had  to  pass  a  bill 
making  some  technical  refinements  last  year,  and  I  am  proud  we 
recognized  we  went  too  far  and  made  the  correction.  But  we  all 
know  the  problems  in  Medicare  are  far  from  being  solved.  I  am 
sure  we  have  all  been  visited  by  our  hospitals.  They  are  far  from 
comfortable  with  their  Medicare  reimbursement,  for  example. 

Medicare  needs  a  long  term  solution,  and  we  should  be  spending 
more  talking  about  ways  to  make  fundamental  changes  to  make 
Medicare  solvent  for  our  children  and  our  grandchildren.  Yet,  here 
we  are  talking  about  adding  a  massive,  costly  new  benefit  to  Medi- 
care. 

Now,  I  am  not  trying  to  argue  that  the  cost  of  prescription  drugs 
for  seniors  is  not  a  very,  very  real  issue.  It  is  a  very  real  issue  for 
those  seniors  who  have  no  drug  coverage,  I  can  tell  you  that.  The 
question  for  me  is,  should  we  be  trying  to  create  a  new  drug  benefit 
for  all  seniors,  or  should  we  be  trying  to  find  a  way  to  get  help  in 
purchasing  prescription  drugs  to  those  seniors  who  actually  need 
the  help?  I  like  Mr.  Perot,  but  I  am  not  interested  in  helping  him 
with  his  drugs,  for  example. 

Mr.  Chairman,  the  President's  proposal  is  unacceptable  to  me.  It 
is  like  using  a  backhoe  to  weed  your  garden.  When  the  long  term 
solvency  of  Medicare  is  in  question,  adding  $168  billion  in  a  gov- 
ernment-run universal  benefit  just  doesn't  quite  make  sense  to  me. 
It  is  like  trying  to  solve  the  problem  of  a  company  going  bankrupt, 
and  the  solution,  the  CEO  says,  is  "Let's  go  see  how  much  more 
money  we  can  spend.  Maybe  that  will  solve  the  problem."  I  believe 
that  when  we  fully  examine  the  consequences  of  such  a  proposal, 
it  could  have  on  the  pharmaceutical  market,  for  example,  and  we 
had  better  examine  that  

Mr.  BiLiRAKis.  Please  summarize. 

Mr.  Norwood,  [continuing]  particularly  in  their  research,  we  will 
probably  reject  the  President's  proposal. 

Mr.  Chairman,  I  would  like  to  add  my  remaining  remarks  to  the 
record,  and  simply  say  I  would  like  to  associate  my  final  comments 
with  Dr.  Coburn.  I  think  he  is  exactly  correct  when  we  talk  about 
the  use  of  generic  drugs.  That  is  an  important  part  of  the  solution. 
I  think  he  is  precisely  correct  when  he  said  

Mr.  BILIRAKIS.  The  gentleman's  time  has  expired. 

Mr.  Norwood,  [continuing]  we  made  a  mistake  allowing  the 
drug,  the  pharmaceutical  companies,  to  advertise  on  TV,  and  I 
hope  we  will  deal  with  that.  And  that  is  all,  Mr.  Chairman. 

[The  prepared  statement  of  Hon.  Charlie  Norwood  follows:] 

Prepared  Statement  of  Hon.  Charlie  Norwood,  a  Representative  in  Congress 
FROM  THE  State  of  Georgia 

Thank  you,  Mr.  Chairman.  This  is  a  very  important  hearing  today,  because  we 
need  to  begin  the  process  of  matching  a  real  legislative  solution  to  the  rhetorical 
problem  that  dominates  the  political  arena.  How  do  we  increase  seniors'  access  to 
affordable  prescription  drugs? 

I  would  like  to  begin  by  noting  a  very  simple  fact — the  long-term  health  of  the 
Medicare  program  is  far  from  settled.  When  we  first  took  up  Medicare  reform  five 
years  ago,  bankruptcy  was  imminent.  In  1997,  we  made  some  very  hard  choices  in 
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changing  the  way  we  reimburse  providers  and  extended  the  solvency  of  Medicare 
for  15  years.  In  fact,  we  probably  went  too  far  in  some  areas — which  is  why  we  had 
to  pass  a  bill  making  some  technical  refinements  last  year. 

But  we  all  know  the  problems  in  Medicare  are  far  from  solved.  I  am  sure  we  have 
all  been  visited  by  our  hospitals.  They  are  far  from  comfortable  with  their  Medicare 
reimbursement.  Medicare  needs  a  long-term  solution,  and  we  should  be  spending 
more  time  talking  about  ways  to  make  fundamental  changes  to  make  Medicare  sol- 
vent for  my  children  and  grandchildren. 

Yet  here  we  are  talking  about  adding  a  massive,  costly  new  benefit  to  Medicare. 
I  am  not  trying  to  argue  that  the  cost  of  prescription  drugs  for  seniors  is  not  a  real 
issue.  It  is  a  very  real  issue  for  those  seniors  who  have  no  drug  coverage  whatso- 
ever. The  question  for  me  is . . .  should  we  be  trying  to  create  a  new  drug  benefit  for 
all  seniors  or  should  we  be  trying  to  find  a  way  to  get  help  in  purchasing  prescrip- 
tion drugs  to  those  seniors  who  need  help? 

Mr.  Chairman,  the  President's  proposal  is  unacceptable.  It  is  like  using  a  backhoe 
to  weed  your  garden.  When  the  long-term  solvency  of  Medicare  is  in  question,  add- 
ing a  168  billion  dollar,  government-run,  universal  benefit  just  doesn't  make  sense. 
I  believe  that  when  we  fully  examine  the  consequences  such  a  proposal  would  have 
on  the  pharmaceutical  market — particularly  in  the  area  of  research — we  will  reject 
the  President's  proposal. 

Mr.  Chairman,  I  believe  we  need  to  focus  on  the  real  problem  through  a  targeted 
approach.  We  need  to  be  looking  at  solutions  that  benefit  those  who  have  no  drug 
benefit  and  need  help  to  afford  the  cost  of  prescription  drugs.  We  need  to  be  careful 
not  to  do  anything  that  might  negatively  affect  pharmaceutical  research.  We  need 
to  be  careful  not  to  do  anything  that  might  make  the  job  of  long-term  Medicare  re- 
form more  difficult. 

If  we  can  find  a  common  ground  between  us  on  what  is  necessary  to  help  seniors 
in  need,  we  can  pass  useful  legislation.  If  we  are  going  to  turn  this  into  a  political 
football,  then  we  are  wasting  our  time  and  not  doing  seniors  any  good.  Mr.  Chair- 
man, I  look  forward  to  working  with  you  to  make  a  difference  for  seniors  in  need. 

Mr.  BiLlRAKlS.  The  gentleman  from  Michigan. 

Mr.  Stupak.  Thank  you,  Mr.  Chairman.  I  apologize  for  being  a 
little  bit  late  because  I  was  down  in  line  signing  the  discharge  peti- 
tions. I  think  they  are  critically  important.  I  think  we  have  to  do 
them.  Since  1998  I  have  been  on  the  Stark-Waxman  bill — excuse 
me,  Stark-Dingell  bill  and  the  Allen-Waxman  bill.  And,  you  know, 
the  discharge  petitions  just  say  let's  have  a  full,  honest,  open  de- 
bate on  this  issue.  But  I  am  pleased  that  at  least  the  debate  can 
start  here,  Mr.  Chairman,  and  I  thank  you  for  holding  a  hearing. 

You  know,  like  I  said,  it  has  been  2  years,  1998,  since  we  brought 
forth  those  bills.  In  those  2  years,  what  I  have  found  is,  seniors 
across  my  district,  like  the  88-year-old  widow  up  in  Sheboygan, 
Michigan,  whose  only  income  is  $814  from  Social  Security.  Her 
monthly  prescription  drugs  are  $446.  Fifty-four  percent  of  her  in- 
come goes  just  to  try  to  pay  for  her  prescription  drug  coverage.  And 
no  matter  where  I  go  in  my  district,  from  Lawrence  to  Traverse 
City  to  Ironwood,  seniors  are  spending  anywhere  from  25  percent 
to  50  percent  of  their  income  just  for  their  prescription  drugs,  and 
we  have  examples  of  letters  that  go  on  and  on.  And  then  you  see 
reports  where,  if  you  are  a  veterinarian,  you  get  the  same  medicine 
for  your  animal  for  half  the  costs  that  seniors  are  paying.  There  is 
something  wrong  with  it. 

So,  while  we  are  not  trying  to  politicize  the  issue,  we  are  cer- 
tainly going  to  get  the  political  pressure  up  here  to  get  this  issue 
before  us.  A  drug  benefit  is  very,  very  necessary. 

I  noticed  over  the  break  that  the  drug  companies  were  running 
these  ads  about  accessibility  to  drugs.  It  is  not  accessibility.  It  is 
called  affordability.  How  can  you  have  seniors  who  have  prescrip- 
tion drug  coverage  pay  50  percent  less  than  a  senior  who  is  stand- 
ing in  line  at  the  pharmaceutical  companies,  I  mean  at  the  drug 
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store,  paying  half  of  what  they  have  to  pay  just  because  they  don't 
have  any  kind  of  drug  benefit  coverage? 

So  I  think  we  should  move  these  bills,  being  the  Allen  bill  and 
the  Stark  bill,  and  I  hope  we  would  do  it  quickly.  There  is  no  ex- 
cuse for  it.  I  think  what  we  should  strive  for  in  these  hearings  is, 
how  can  we  provide  universal  prescription  drug  coverage  for  every- 
body, under  Medicare  or  any  other  kind  of  program  you  want  to  ad- 
vise, and  also  to  end  the  drug  price  discrimination  by  the  pharma- 
ceutical industry,  not  only  amongst  our  seniors,  but  when  you  are 
dealing  with  animals  and  seniors. 

And  I  live  on  the  Canadian  border.  We  can  go  across  to  Canada, 
the  same  drug,  the  same  everything,  half  to  60  percent  less  of  what 
you  would  pay  in  the  United  States,  and  they  are  all  manufactured 
here  in  the  United  States.  No  reason  for  it,  Mr.  Chairman. 

So  I  look  forward  to  this  hearing.  Thank  you  for  having  it.  I  yield 
back  the  balance  of  my  time. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 

Dr.  Ganske? 

Mr.  Ganske.  Thank  you,  Mr.  Chairman. 

I  think  it  is  true  that  there  are  some  Medicare  beneficiaries,  for 
instance  widows  who  exist  solely  on  their  Social  Security,  and  out 
of  that  Social  Security  is  taken  Medicare  premiums,  and  they  are 
faced  with  the  situation  where  on  some  months  they  have  to  decide 
between  different  types  of  medications  that  they  can  have  refilled, 
or  even  between  medications  and  other  essentials  of  life  such  as 
heating  and  food.  So  I  think  there  is  no  question  that  we  should 
do  something,  especially  to  target  the  neediest  of  Medicare  bene- 
ficiaries, in  regards  to  the  high  cost  of  prescription  drugs. 

You  know,  Mr.  Chairman,  Congress  has  dealt  with  this  issue  be- 
fore, and  I  think  it  would  behoove  every  Member  of  Congress,  not 
just  this  committee,  to  go  back  over  what  Congress  did  in  1988  and 
look  at  this  issue.  Now,  I  know  there  are  some  members  on  the 
panel  here  who  were  here  at  that  time,  but  CRS  has  a  report  for 
Congress  on  the  Medicare  Catastrophic  Coverage  Act  of  1988.  And 
I  want  to  just  review  a  little  bit  of  what  went  on,  and  so  I  am  going 
to  quote  rather  liberally  from  an  editorial  that  was  written  by  Dan 
Rostenkowski  for  the  January  17  Wall  Street  Journal,  and  it  goes 
something  like  this: 

"Given  Ronald  Reagan's  conservative  reputation,  many  people 
are  surprised  to  hear  that  he  enthusiastically  signed  the  largest 
Medicare  expansion  in  history.  That  1988  legislation  limited  the 
costs  of  hospitalization  and  partially  paid  for  prescription  drugs. 
The  plan  was  wildly  popular  and  it  passed  with  overwhelming  bi- 
partisan support,  328  to  72  in  the  House." 

"Today  it  is  equally  surprising  to  hear  that  the  following  year 
George  Bush  signed  legislation  repealing  that  expansion.  The  re- 
versal was  by  far  the  largest  cut  in  Medicare  benefits  in  history, 
but  the  repeal  legislation  passed  the  House  by  a  360  to  66  vote,  the 
most  sudden  and  drastic  reversal  in  my  36  years  in  Congi-ess,"  said 
Mr.  Rostenkowski. 

He  goes  on.  He  says,  "The  problem  was,  and  still  is,  a  lack  of 
money,  the  result  of  senior  citizens'  reticence  to  pay  more.  Debating 
the  wisdom  of  the  Reagan  era  expansion  plan.  Senator  Alan  Simp- 
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son  said  at  the  time,  It  is  a  social  experiment.  It's  called  pay  for 
what  you  get.'" 

Rostenkowski  said,  "The  plan  was  fmanced  by  a  premium  in- 
crease for  all  Medicare  beneficiaries,  supplemented  by  extra  pay- 
ments from  more  affluent  recipients."  Rostenkowski  says,  "In  hind- 
sight, we  made  several  mistakes.  The  first  was  to  break  precedent 
and  ask  that  the  group  receiving  the  benefits  actually  pay  for  them. 
The  second  involved  timing.  We  adopted  a  principle  universally  ac- 
cepted in  the  private  insurance  industr\^:  People  pay  premiums 
today  for  benefits  they  receive  tomorrow.  Apparently,  the  voters 
didn't  agree  with  these  market  principles." 

"Television  critics'  archives  preserv^e  the  image  of  unhappy  Chi- 
cago senior  citizens  surrounding  my  car" — this  is  Rostenkowski  

Mr.  BILIRAKIS.  Please  sum  up,  doctor. 

Mr.  Gaxske.  [continuing]  "when  I  visited  a  decade  ago  to  explain 
why  I  thought  Medicare  expansion  was  a  good  deal." 

Then  if  you  look  at  what  went  on,  you  will  see  that  the  initial 
projections — and  this  is  from  the  Washington  Post.  August  1989,  so 
it  is  before  the  provision  went  into  effect — the  initial  cost  estimates 
for  the  prescription  benefit  at  that  time  for  this  program  w^as  $37 
billion,  but  within  a  few  months  they  had  raised  it  to  842  billion 
and  then  $45  billion. 

And  my  point  is  this,  Mr.  Chairman.  When  we  look  at  this  prob- 
lem, we  have  no  idea  what  a  prescription  drug  benefit  is  going  to 
cost  because  we  have  an  explosion  of  technology-  going  on.  We  will 
see  genetic  

Mr.  BiLlRAKlS.  I'm  sorry  to  interrupt,  but  your  time  has  long  ex- 
pired. 

Mr.  Ganske.  [continuing]  drugs  that  are  going  to  be  very  expen- 
sive. So  I  think  we  need  to  make  a  decision.  If  we  are  going  to  pro- 
vide some  Federal  funds  to  help  those  neediest,  how  do  we  do  that 
without  an  open-ended  commitment  that  could  bust  the  bank  and 
bring  us  back  a  year  from  now,  a  la  1988? 

Mr.  BiLlRAKiS.  The  gentleman  from  Florida.  Mr.  Deutsch. 

Mr.  Deutsch.  Thank  you,  Mr.  Chairman.  You  know  what?  I 
have  a  prepared  statement  which  I  would  like  to  submit  to  the 
record,  but  I  think  it  appropriate  to  respond  to  what  my  colleague 
just  mentioned.  I  think  the  year  which  is  more  appropriate  to  re- 
flect upon  is  1965,  and  that  is  when  Medicare  was  created.  I  think 
that  is  a  much  more  appropriate  analogy  to  where  we  are  today. 

Thirty-four  years  ago,  health  care  in  American  was  fundamen- 
tally different  than  it  is  today.  There  have  been  these  fundamental 
changes,  and  a  variety  of  statistics  that  we  can  talk  about.  The  av- 
erage cost  that  a  senior,  the  percentage  of  their  income  paid  out  of 
pocket  is  actually  more  today,  even  with  Medicare,  which  talks 
about  the  costs  that  are  outside  of  Medicare,  including  the  most 
significant  one,  which  is  prescription  drug  coverage. 

You  know,  I  think  some  of  the  numbers,  and  numbers  sometimes 
really  do  say  things  that  are  significant,  there  are  more  than  2  mil- 
lion seniors  in  America  that  spend  over  81,000  a  year  on  medica- 
tion out  of  pocket,  without  reimbursement.  Since  Medicare,  you 
know,  average  spending  has  risen  from  11  percent  in  1965  to  over 
18  percent  now.  It  was  11  percent  in  1965;  it  is  over  18  percent  of 
their  income  today. 
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The  reality  is,  and  it  is  not  just  the  poor,  it  is  at  many  income 
levels,  that  people  are  making  choices.  I  know  many  of  my  col- 
leagues have  had  hearings  in  their  district  and  talked  to  real  peo- 
ple. I  mean,  I  would  encourage  all  of  my  colleagues  to  talk  to  their 
constituents.  I  mean,  all  of  us  sort  of  claim  to,  but  sometimes  I 
wonder  how  many  of  us  actually  do,  actually  do  and  talk  to  seniors 
and  talk  to  real  people,  and  what  they  are  faced  with  on  a  day-to- 
day basis  in  terms  of  their  lives. 

The  choices  that  people  were  making  30  years  ago,  whether 
health  care  or  food  or  to  visit  their  grandchildren  one  time  in  6 
months  or  one  time  in  a  year,  I  mean,  those  are  similar  choices 
people  are  now  making  about  prescription  drugs.  Not  everyone,  ob- 
viously, but  a  significant  number  of  Americans  and  our  constitu- 
ents. 

You  know,  I  think  this  is  clearly  an  issue  whose  time  has  come. 
Medicare  wasn't  passed  in  1  hour,  in  1  day,  in  one  congressional 
session.  It  was  fought  tooth  and  nail,  unfortunately,  I  think  it  goes 
without  saying,  by — and  I  don't  like  to  be  partisan  so  I  won't  be 
partisan — but  by  certain  Members  of  Congress  for  many  years.  It 
was  successfully  fought,  by  certain  interest  groups,  was  success- 
fully fought  for  years. 

But  I  think  at  a  certain  point  what  happens  in  the  legislative 
process  is  it  is  overdetermined,  and  I  think  we  are  looking  at  some- 
thing that  in  fact  is  overdetermined.  The  American  people  want 
this.  It  is  appropriate,  it  is  commonsense,  it  makes  sense,  it  should 
happen,  and  you  know  what,  it  will  happen. 

And  I  hope  that  there  is  a  bridge  that  lasts  between  us,  because 
it  is  the  right  thing.  I  applaud  my  chairman,  my  colleague  from 
Florida,  for  having  this  hearing  and  being  incredibly  concerned  and 
sensitive  to  this  issue.  And  I  urge  all  of  my  colleagues  on  both  sides 
of  the  aisle  to  take  this  opportunity  which  we  as  Democrats  offer 
you  today,  to  sign  a  discharge  petition,  to  sort  of  put  your  money 
where  your  mouth  is  and  actually  get  this  legislation  passed  for  the 
American  people. 

Mr.  BiLlRAKlS.  A  vote  has  been  called  on  the  floor.  I  would  love 
to  be  able  to  get  the  opening  statements  out  of  the  way  before  we 
run  over. 

Mr.  Bilbray,  for  an  opening  statement.  Hopefully  you  can  cut  it 
down. 

Mr.  Bilbray.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  know  many  members  of  this  committee  and  the 
full  committee  get  kind  of  tired  of  those  of  us  in  California  saying 
we  do  it  this  way  or  that  way,  and  I  understand  that.  I  have  been 
educated  in  the  ABC's  of  Washington:  Anybody  but  California.  But 
I  think  that  one  of  the  frustrations  we  have  had  out  West  is  that 
we  are  so  far  from  Washington,  DC,  it  is  hard  for  our  voices  to  be 
heard  sometimes,  even  though  with  32  million  people,  the  small  in- 
timate group. 

Today  I  want  to  really  thank  a  lady  for  coming,  Mrs.  Lewis,  who 
actually  works  with  the  osteoporosis  group,  she  is  a  director  in  San 
Diego,  and  took  the  time  and  the  effort  to  fly  all  the  way  across 
this  continent  to  bring  a  message  here.  And  I  don't  think  she  has 
the  only  message  that  we  should  be  listening  to,  but  I  think  it  is 
one  of  the  opportunities  that  we  have  as  we  address  this  challenge. 
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And  I  want  to  thank  Mrs.  Lewis  for  coming  out  here  and  making 
this  effort,  because  I  think  she  has  a  message  of  some  of  the  unique 
situations  and  some  of  the  ideas  that  we  have  developed  in  San 
Diego,  in  CaHfornia. 

That  aside,  I  think  that  as  we  address  this  issue,  it  is  not  as  sim- 
ple as  we  would  like  it  to  appear  at  first  blush.  We  can  talk  about 
why  don't  we  spend  more  government  funds  on  this,  but  then  do 
we  allow  the  pharmaceuticals  to  take  advantage  of  an  inflated 
price  because  of  the  huge  influx  of  government  money  going  into 
this  field? 

Do  we  then  all  at  once  try  to  place  price  controls  on  and  limit 
profits,  which  then  may  affect  the  commitment,  the  involvement  in 
the  development  of  new  breakthrough  drugs,  and  all  at  once  not 
only  reduce  the  accessibility  to  seniors  but  also  the  general  popu- 
lation? Do  we  at  the  same  time,  when  we  talk  about  this  issue,  do 
we  talk  about  R&D  credits,  about  encouraging  pharmaceuticals  to 
do  more  research,  to  create  new  products  that  will  compete  with 
the  ones  on  the  field  and  break  up  some  of  these  monopolies  we 
have  seen  before? 

My  colleague  from  Oklahoma  points  out  the  issue  of  advertise- 
ment, which  is  something  that  we  legitimately  should  talk  about. 

I  think  that  the  biggest  thing  that  I  would  ask  us  to  consider 
here  is  what  we  do  with  this  issue  does  just  not  affect  seniors.  It 
affects  the  entire  country,  because  access  to  pharmaceutical  drugs 
and  the  breakthroughs  and  the  miracles  that  we  are  seeing  coming 
out  of  this  industry  comes  at  a  price. 

But  it  also  requires  us  to  take  a  responsible  approach  to  this, 
that  the  abuses  of  the  phannaceutical  industry  in  this  field  is  the 
enemy,  but  the  pharmaceutical  industry  is  not  the  enemy.  It  is  ob- 
viously the  guiding  light  of  the  future.  And,  as  my  colleague  from 
Pennsylvania  pointed  out,  there  would  not  be  a  threat  of  major  in- 
creased costs  if  there  wasn't  the  fact  that  we  are  having  these 
breakthrough  drugs  showing  up  every  day,  new  breakthroughs. 

And  so  I  think  that  we  need  to  be  responsible,  and  I  strongly 
urge  my  colleagues  to  remember  that  this  is  not  a  Democrat  or  Re- 
publican issue,  this  is  not  a  California  or  an  East  Coast  issue.  This 
is  an  American  issue  that  is  really  leading  the  rest  of  the  world, 
and  hopefully  we  can  get  the  facts,  find  reasons  to  find  answers 
rather  than  finding  excuses  to  be  against  each  other,  and  keep  an 
open  mind. 

Mr.  BILIRAKIS.  The  gentleman's  time  has  expired. 
Mr.  BiLBRAY.  Thank  you,  Mr.  Chairman.  I  yield  back. 
Mr.  BILIRAKIS.  Mr.  Green,  a  brief  opening  statement,  please. 
Mr.  Green.  Thank  you,  Mr.  Chairman.  I  will  submit  my  whole 
opening  statement. 
Mr.  BILIRAKIS.  Without  objection. 

Mr.  Green.  Following  my  colleague  from  California,  I  thought  I 
was  the  only  one  that  said  how  we  do  it  in  Texas  is  the  way  we 
should  do  it  in  the  country.  My  concern  is,  we  don't  do  it  in  Texas, 
and  that  is  why  we  need  to  do  it  here  as  well  as  we  should. 

And  I  know  signing  a  discharge  petition  is  one  way  to  move  the 
issue  forward.  I  thank  you,  Mr.  Chairman,  for  this  second  hearing. 
And  I  would  hope  that  whether  it  is  the  discharge  petitions,  the 
two  bills,  or  some  other  bill  that  maybe  our  subcommittee  can  put 
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together,  we  need  to  address  this  issue  this  Congress.  And  because 
of  the  number  of  seniors  that  not  only  contact  me,  but  from  all  over 
the  country  that  talk  to  their  Members,  and  like  my  own  district 
does  with  the  people  who  say  they  have  to  forego  their  prescrip- 
tions because  they  can't  afford  them.  They  are  using  most  of  their 
Social  Security  check  to  pay  for  their  prescription  medications. 

And,  Mr.  Chairman,  it  is  an  important  issue,  because  when  I  can 
go  into  my  district  and  show  that  seniors  are  paying  almost  twice 
as  much  for  prescriptions  than  other  groups  that  have  negotiating 
power  can  receive,  when  they  pay  over  twice  as  much  and  my  con- 
stituents in  Houston  can  drive  to  Mexico  and  receive  those — it  is 
a  6-hour  drive  from  Houston — and  buy  the  same  pharmaceuticals, 
or  that  they  could  go  down  to  their  vet  and  buy  those  same  phar- 
maceuticals for  their  animal,  it  is  much  cheaper  than  for  humans. 
So  that  is  why  it  is  important  this  Congress  to  address  it,  and  I 
yield  back  my  time. 

[The  prepared  statement  of  Hon.  Gene  Green  follows:] 

Prepared  Statement  of  Hon.  Gene  Green,  a  Representative  in  Congress  from 

THE  State  of  Texas 

Mr.  Chairman:  Thank  you  for  convening  this  important  discussion.  I  am  pleased 
to  have  this  opportunity  to  learn  more  about  models  for  a  prescription  drug  pro- 
gram. 

Most  of  us  agree  that  the  lack  of  prescription  drug  coverage  for  our  seniors  is  a 
real  and  growing  problem. 

And  it  is  not  just  a  problem  for  the  poor — it  is  a  problem  for  middle-income  sen- 
iors who  worked  hard  their  entire  lives,  paid  taxes,  contributed  to  building  our  great 
country  and  are  now  forced  to  choose  between  buying  medicine  and  buying  gro- 
ceries. 

I  urge  those  here  today — with  their  charts,  numbers  and  figures,  to  remember 
that  these  percentages  are  people . . .  and  these  people  are  in  desperate  need  of  pre- 
scription drugs. 

There  are  many  ideas  and  options  out  there  for  how  to  put  together  a  drug  pro- 
gram. Some  support  the  state-run  method ...  others  support  vouchers ...  others  sup- 
port tax  credits. 

All  these  approaches  have  their  pros  and  cons,  and  I  have  no  doubt  that  all  are 
proposed  in  good  faith. 

But  as  we  continue  this  debate,  we  need  to  judge  each  of  these  proposals  by  a 
few  important  criteria. 

Number  one:  Does  the  proposal  continue  Medicare's  traditional  program  struc- 
ture by  covering  ALL  seniors? 

Number  two:  Does  the  proposal  provide  free  or  reduced-price  coverage  to  low  in- 
come seniors? 

Number  Three:  Does  the  proposal  ensure  that  seniors  get  the  same  benefits — 
and  access  to  the  same  or  similar  drugs — in  all  regions  and  regardless  of  whether 
they  are  in  fee-for-service  or  managed  care  plans? 

Number  Four:  Does  the  proposal  ensure  that  the  Medicare  progi'am  continues 
its  legitimate  role  in  ensuring  that  the  prescription  drug  program  is  fair  and  cost- 
effective? 

Number  Five:  Does  the  proposal  ensure  that  seniors  will  have  consumer  protec- 
tions and  that  they  will  continue  to  get  benefits,  even  if  an  insurance  company  goes 
out  of  business? 

As  we  continue  the  debate  on  how  to  model  a  prescription  drug  program,  I  urge 
my  colleagues  to  consider  these  five  points  and  to  measure  all  proposals  against 
them.  A  drug  benefit  program  that  only  covers  a  few,  or  only  provides  a  limited  ben- 
efit, will  be  of  little  or  no  use  to  America's  seniors. 

Only  by  crafting  a  full  and  fair  benefit  can  we  meet  the  needs  of  our  seniors.  Any- 
thing less  is  unacceptable. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 
Mr.  Lazio. 
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Mr.  Lazio.  Thank  you  very  much,  Mr.  Chairman.  I  want  to 
thank  you  as  well  for  holding  the  hearing,  and  it  has  been  a  pleas- 
ure working  with  you  on  this  issue,  and  I  want  to  thank  the  staff 
as  well. 

I  guess  my  quick  question  is,  how  much  good  are  we  going  to  do 
for  seniors  if  our  only  concern  is  cost,  which  is  what  I  think  I  hear 
from  some  members  on  this  panel,  and  the  issue  of  quality  is  effec- 
tively dismissed? 

This  past  Sunday  night  ESPN  hosted  their  Espy  awards.  Usually 
the  show  highlights  world  records,  Super  Bowls  and  record-high 
salaries,  but  this  year  they  also  awarded  a  1999  comeback  athlete 
of  the  year  award  to  Lance  Armstrong.  He  made  world  headlines 
last  summer  with  the  most  stunning  comeback  ever  in  the  history 
of  sports,  his  1999  victory  at  the  Tour  de  France. 

As  most  of  us  know,  his  stunning  comeback  has  less  to  do  with 
his  athletic  achievement,  since  he  was  the  No.  1  ranked  cyclist  in 
the  world  in  1996,  but  more  to  do  with  his  amazing  victory  from 
cancer.  In  the  fall  of  1996  Armstrong  was  diagnosed  with  testicular 
cancer.  The  cancer  spread  to  his  lungs,  and  he  was  given  about  a 
20  percent  chance  of  survival.  He  was  25  years  old. 

For  the  next  2  years  he  aggressively  attacked  his  illness  like  he 
did  racing  bicycles.  However,  he  couldn't  do  it  alone.  In  his  accept- 
ance speech  he  spoke  about  how  his  competitive  nature  and  will  to 
live  was  not  enough.  He  needed  the  best  therapies  and  medicines 
available  to  him  to  win  this  battle  with  cancer.  Without  research, 
he  said,  he  would  not  have  been  there  to  accept  the  award. 

That  is  true  with  cancer  and  diabetes  and  a  whole  rift  of  dif- 
ferent diseases  that  plague  both  seniors  and  the  rest  of  the  popu- 
lation. Access  is  the  key,  and  price  controls  in  my  opinion  are  not. 
Price  controls  do  not  allow  new  breakthrough  medicines  and  life- 
saving  therapies  to  reach  my  constituents. 

I  just  want  to  take  one  example,  two  examples,  and  briefly,  Mr. 
Chairman.  The  story  of  a  Long  Island  senior  who  wrote  me  in  dis- 
gust about  the  President's  plan.  She  had  approximately  $500  in 
drug  costs  last  year.  Under  the  Clinton  plan  she  would  have  to  pay 
$552.40  for  her  prescriptions.  Well,  that  doesn't  make  sense.  She 
is  paying  $52.40  extra  each  year  to  belong  to  Clinton's  plan,  and 
we  are  supposed  to  call  this  a  benefit. 

I  have  also  received  a  large  amount  of  constituent  mail  regarding 
a  new,  wonderful,  but  extremely  expensive  drug  for  rheumatoid  ar- 
thritis. Many  people  are  aware  of  it.  For  this  $14,000-per-year 
drug,  a  senior  participating  under  the  Clinton  plan  would  still  be 
paying  $12,697  per  year,  and  we  are  supposed  to  call  this  a  benefit. 
I  think  we  can  do  better. 

We  know  there  are  market-oriented  solutions,  at  least  to  allevi- 
ate part  of  the  pressure,  through  PBMs  and  other  mechanisms  that 
will  help  drive  the  price  down.  We  know  if  we  get  more  seniors  or 
all  seniors  into  plans  like  that,  they  will  be  able  to  take  advantage 
of  the  same  discounted  prices  and  price  rebates  that  seniors  partici- 
pating in  Medigap  and  other  insurance  that  covers  prescriptions 
get.  And  we  also  know  that  if  we  have  a  federally  mandated  price 
control  system  in  place,  that  we  will  not  have  the  kind  of  break- 
through drugs  that  people  like  Lance  Armstrong  were  able  to  use 
to  triumph  over  his  illness. 
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Mr.  BiLiRAKis.  Let's  make  the  vote.  The  gentleman's  time  has  ex- 
pired. 

[Additional  statements  submitted  for  the  record  follow:] 

Prepared  Statement  of  Hon.  Fred  Upton,  a  Representative  in  Congress  from 

THE  State  of  Michigan 

Mr.  Chairman,  thank  you  for  holding  today's  hearing  to  examine  ways  in  which 
we  might  craft  a  prescription  drug  benefit  for  Medicare  beneficiaries.  I  am  deeply 
concerned  about  the  burden  borne  by  many  individuals  who  do  not  have  insurance 
coverage  for  prescriptions.  No  senior  citizen  should  be  forced  to  forego  needed  medi- 
cation, take  less  than  the  prescribed  dose,  or  go  without  other  necessities  in  order 
to  afford  life-saving  medications. 

I  read  and  sign  all  of  my  mail,  and  I  have  seen  a  dramatic  increase  over  the  past 
several  years  in  the  number  of  Medicare  beneficiaries  writing  to  me  about  the  strug- 
gle they  are  having  with  rising  prescription  drug  costs.  These  are  not  form  letters 
I  am  referring  to.  They  are  hand  written  letters — often  with  their  bills  enclosed.  We 
are  fortunate  in  Michigan  to  have  a  state  prescription  drug  program,  but  this  covers 
only  low-income  individuals  with  high  monthly  drug  costs.  Further,  we  have  no 
Medicare  managed  care  plans  in  our  district  because  Medicare's  payment  rates  are 
too  low  to  attract  plans.  Thus,  my  constituents  are  denied  access  to  coverage 
through  this  route.  Yet  they  have  paid  the  same  Medicare  payroll  taxes  into  the  sys- 
tem over  the  years  and  pay  the  same  monthly  premiums  as  beneficiaries  who  do 
have  this  choice.  This  is  a  matter  of  fairness,  as  well,  for  my  constituents. 

Because  of  my  keen  interest  in  addressing  this  issue,  I  am  very  glad  to  be  serving 
with  you  the  House  Leadership's  prescription  drug  task  force  led  by  our  Chairman. 
Our  nation  leads  the  world  in  the  development  of  new  drugs  and  medical  devices 
that  enable  us  to  effectively  treat  diseases  and  conditions.  But  if  people  cannot  af- 
ford to  buy  these  drugs,  their  benefits  are  lost  to  many  in  our  population. 

I  share  the  task  force's  goal  of  and  commitment  to  ensuring  that  every  Medicare 
beneficiary  has  access  to  affordable  coverage  and  has  protection  from  unusually  high 
out-of-pocket  costs.  I  am  committed  to  crafting  a  plan  that  is  senior  friendly — one 
which  avoids  the  often  complex,  complicated  bureaucracy  of  the  current  Medicare 
program. 

Our  goal  in  crafting  this  plan  must  also  be  one  of  ensuring  that  our  nation  con- 
tinues to  lead  the  world  in  the  development  of  life-saving  new  drugs.  Over  the  past 
decade,  we  have  seen  so  many  breakthroughs  in  drug  therapy,  from  a  new,  much 
more  highly  effective  treatment  and  perhaps  preventive  for  breast  cancer,  to  anti- 
virals  for  AIDS  and  other  diseases,  to  treatments  for  cystic  fibrosis.  As  we  continue 
to  map  the  gene  and  understand  more  fully  the  link  between  genes  and  disease, 
think  of  the  possibilities.  We  are  perhaps  within  reach  of  preventing  or  curing  dia- 
betes, Parkinson's,  Alzheimer's,  and  other  debilitating  and  terrible  afflictions.  As 
our  population  ages,  we  need  to  encourage  further  breakthroughs  in  the  prevention, 
treatment,  and  management  of  chronic,  debilitating  conditions  such  as  arthritis  and 
osteoporosis,  for  that  is  the  only  real  hope  of  controlling  health  care  costs.  Crippling 
the  incentives  and  resources  needed  for  new  drug  discovery  and  development  would 
dash  these  hopes,  leave  these  promises  unfulfilled,  and  condemn  many  to  suffering 
and  premature  death. 

The  task  before  us  is  daunting.  It  will  take  all  of  us.  Republicans  and  Democrats, 
Ways  and  Means  and  Commerce,  House  and  Senate  and  Administration,  working 
together  to  pull  this  off  and  plug  a  huge  hole  in  the  Medicare  program  with  a  com- 
mon-sense, workable,  comprehensive  drug  benefit.  We  need  to  put  aside  partisan- 
ship and  short-term  political  considerations  and  do  what  is  right  for  our  constitu- 
ents and  for  the  future  of  health  care  in  America. 


Prepared  Statement  of  Hon.  Cliff  Stearns,  a  Representative  in  Congress 
from  the  State  of  Florida 

Thank  you.  Chairman  Bilirakis,  for  holding  this  important  hearing.  Today's  hear- 
ing will  focus  on  various  proposals  for  providing  prescription  drug  coverage  to  sen- 
iors who  do  not  have  access  to  affordable  coverage. 

I  believe  that  we  need  to  figure  out  how  to  expand  insurance  coverage  for  drugs, 
not  attempt  to  give  the  government  the  ability  to  fix  prices.  Price  controls  never 
work.  All  they  do  is  reduce  supply  or  eliminate  discounts  that  are  available  to  some. 
As  a  matter  of  fact,  the  Omnibus  Budget  Reconciliation  Act  of  1990  (OBRA)  re- 
quired drug  manufacturers  to  provide  rebates  to  State  Medicaid  programs  based  on 
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the  lowest  prices  they  charged  to  the  purchasers  in  an  effort  to  lower  Medicaid 
drugs  prices. 

As  Chairman  of  the  VA  Subcommittee  on  Health,  this  is  an  issue  that  I'm  very 
familiar  with.  In  fact,  in  July  1997  we  received  testimony  from  Ms.  Bemice 
Steindardt,  of  the  GAO's  Health,  Education  and  Human  Services  Division,  about 
this  mandate.  She  told  the  subcommittee  that  the  end  result  of  the  1990  OBRA  drug 
rebate  was  that  many  manufacturers  raised  drug  prices  (because  of  the  size  of  the 
Medicaid  market)  to  minimize  the  impact  of  the  rebates.  That  is  why  we  must  be 
cautious  in  moving  in  the  same  direction  as  a  way  to  provide  our  seniors  with  pre- 
scription drug  coverage. 

One  of  the  proposals  we  will  hear  about  today  is  legislation  to  provide  lower 
wholesale  prices  of  drugs  for  Medicare-afTiliated  pharmacies.  This  has  the  potential 
of  repeating  the  disastrous  effects  that  were  created  by  OBRA  90.  Why  is  this  the 
case?  Because  manufacturers  would  have  a  strong  incentive  to  raise  those  "lowest" 
prices  substantially  in  order  to  keep  from  losing  their  profit  margins. 

The  bottom  line  is  that  there  is  no  simple  solution  to  our  problem. 

By  enacting  the  Medicare  Plus  Choice  program  as  part  of  the  Balanced  Budget 
Act  of  1997,  Congress  sought  to  expand  Medicare  beneficiaries  access  to  prescription 
drugs  by  allowing  them  to  join  health  plans  that  offer  this  benefit.  Congress'  goal 
in  the  BBA  was  to  extend  to  Medicare  beneficiaries  the  same  range  of  choices  that 
exist  for  working  Americans.  Choosing  between  competing  health  plans  offers  Medi- 
care beneficiaries  greater  promise  of  accessing  the  drugs  they  need  than  will  govern- 
ment price  controls. 

The  bipartisan  commission  developed  a  proposal  that  is  worth  real  discussion.  The 
Breaux-Frist  bill  (S.  1895)  would  provide  Medicare  beneficiaries  the  same  options 
that  most  federal  employees,  including  the  President  and  members  of  congress  have. 
We  should  allow  seniors  the  opportunity  to  take  advantage  of  the  changes  in  health 
care  delivery  benefiting  every  privately  insured  person.  I  am  pleased  that  we  are 
finally  talking  about  this  innovative  and  free  market  approach  to  help  senior  citi- 
zens. 

We  need  to  help  them  gain  access  to  affordable  prescriptions  through  insurance 
coverage  and  the  truly  effective  price  competition  of  an  active  marketplace. 

That  is  why  I  support  the  Breaux-Frist  bill  because  it  would  restructure  Medicare, 
using  the  Federal  Employees  Health  Benefits  Program  (FEHBP)  as  a  model.  This 
would  ensure  that  seniors  would  have  access  to  newer  drugs  and  devices  because 
they  would  choose  the  plan  they  want. 

I  look  forward  to  hearing  distinguished  witnesses. 


Prepared  Statement  of  Hon.  Tom  Bliley,  Chairman,  Committee  on  Commerce 

I'm  pleased  that  the  Subcommittee  is  holding  this  hearing  today.  This  is  the  third 
hearing  this  Committee  has  held  on  the  topic  of  senior  citizens  access  to  prescription 
drugs. 

I've  been  stud3dng  this  issue  closely  for  a  number  of  months  now  and  it  is  a  tough 
one.  It  is  clear  that  too  many  seniors  have  trouble  affording  their  medications.  It 
is  equally  clear  that  many  seniors  have  drug  coverage  today  that  they  like  and  don't 
want  threatened  by  anything  we  do  in  Congress. 

Americans  have  the  best  health  care  in  the  world.  My  first  goal  in  helping  seniors 
afford  medicine  is  to  preserve  what  is  good  about  our  health  system  today.  We  are 
on  the  edge  of  remarkable  breakthroughs  in  new  drug  therapies  to  treat  and  even 
cure  diseases  that  just  ten  years  ago  were  considered  death  sentences.  We  don't 
want  to  do  anything  to  jeopardize  this  work. 

Yet,  America's  role  as  the  world  leader  in  drug  research  has  its  costs.  Our  chal- 
lenge is  to  find  ways  to  make  sure  seniors  have  access  to  needed  medication  without 
resorting  to  price  controls  or  big-government  drug  purchasing  schemes. 

Many  folks  under  65  years  old  are  fortunate  to  have  health  insurance  to  cover 
most  or  all  of  the  costs  of  their  prescription  drugs.  But  Medicare  does  not  pay  for 
most  prescription  drugs  for  seniors.  In  my  opinion,  this  shows  that  if  a  private  in- 
surance company  tried  to  market  and  sell  the  Medicare  benefit  to  Americans  today, 
I  would  bet  few  would  buy  it — Medicare  does  not  reflect  how  modern  medicine  is 
practiced  and  delivered. 

This  is  why  I  truly  want  to  explore  a  way  to  give  seniors  access  to  all  the  private 
health  coverage  options  available  to  Americans  under  the  age  of  65.  Every  Member 
of  Congress  has  this  choice.  Lets  give  seniors  the  same  choice. 

I  want  to  develop  legislation  that  provides  all  seniors  access  to  affordable,  private 
drug  coverage.  I  believe  we  should  assist  those  seniors  who  cannot  afford  to  pur- 
chase this  coverage.  And  I  think  it  is  critical  that  whatever  we  do,  that  we  protect 
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not  only  low-income  seniors  but  those  who  have  very  high  annual  out-of-pocket  drug 
costs. 

Whatever  is  done  to  help  seniors  with  their  drug  costs,  it  must  minimize  the  sub- 
stitution of  private  health  coverage  with  government  run  programs.  Our  first  wit- 
ness today,  Mrs.  Rita  Lewis,  will  talk  about  her  own  experience.  Like  millions  of 
other  seniors,  Rita  is  worried  that  Congress  will  harm  her  coverage.  There  has  to 
be  a  way  for  us  to  strike  a  balance  for  those  who  need  coverage  and  those  who  are 
already  covered. 

Again,  I  want  to  thank  the  Chair  for  holding  this  hearing  and  look  forward  to  the 
witnesses  testimony. 


Prepared  Statement  of  Hon.  Sherrod  Brown,  a  Representative  in  Congress 
FROM  THE  State  of  Ohio 

Should  the  Medicare  program  offer  prescription  drug  coverage?  What  good  is  in- 
surance if  it  covers  the  diagnosis,  but  not  the  cure?  Of  course  Medicare  should  cover 
prescription  drugs. 

But  why  can't  we  target  coverage  to  just  the  lowest  income  seniors?  Two  reasons. 

Medicare  works  because  every  American  contributes  to  it  and  every  American 
benefits  from  it.  A  third  of  all  seniors  lack  drug  coverage,  millions  more  are  under- 
insured,  employers  are  dropping  their  retiree  coverage  and  private  health  insurers 
are  ratcheting  down  their  prescription  drug  benefits.  This  is  a  broad-based  problem. 

Whether  or  not  Medicare  should  cover  prescription  drugs  is  not  a  real  question. 
If  you  believe  this  nation  benefits  from  helping  seniors  live  in  good  health  and  above 
poverty,  than  Medicare  should  cover  prescription  drugs. 

But  it  is  expensive  to  cover  prescription  drugs.  Can  the  U.S.  afford  it?  Yes  and 
no. 

We  are  the  wealthiest  nation  in  the  world.  Our  retirees  are  collectively  respon- 
sible for  our  current  prosperity.  Their  security  and  well-being  resonate  across  fami- 
lies, communities,  and  ultimately  the  nation.  We  can  afford  to — it  is  in  out  best  in- 
terest to — provide  seniors  health  care  coverage  that  makes  sense  and  that  means 
providing  prescription  drug  coverage. 

But  we  can  not  afford  to  waste  tax  dollars  that  otherwise  could  be  used  to  bolster 
Medicare's  long-term  solvency.  We  can  not  afford  to  be  ripped  off  To  be  fiscally  re- 
sponsible, to  best  serve  the  public,  we  need  to  pay  fair  prices  for  prescription  drugs. 

So  the  question  is,  are  current  prices  fair?,  if  you  define  "fair"  as  meaning  "nec- 
essary" to  finance  future  research  and  development. 

Maybe  prices  are  fair.  Maybe  drug  companies  have  no  choice  but  to  charge  such 
high  prices.  I  doubt  it.  Knowing  how  much  drug  companies  are  investing  in  mar- 
keting, knowing  what  their  profit  margins  are,  not  to  mention  their  CEO  salaries, 
and  knowing  any  reduction  in  prices  could  be  largely  offset  by  increase  in  the  vol- 
ume of  sales,  I  doubt  prices  need  to  be  this  high.  But  even  if  drug  manufacturers 
could  justify  their  revenue  requirements.  How  could  they  justify  placing  such  a  dis- 
proportionate burden  on  Americans? 

How  can  they  justify  charging  Americans  two  and  three  and  four  times  what  they 
charge  individuals  in  other  industrialized  countries?  Why  are  prescription  drugs 
more  expensive  here?  Because  other  countries  won't  tolerate  outrageous  prices.  We 
do.  We  don't  negotiate  prices.  We  don't  demand  that  drug  manufacturers  reduce 
their  prices  to  reflect  the  federally  funded  portion  of  research  and  development.  And 
we  don't  make  use  of  the  collective  purchasing  power  of  38  million  seniors  to  de- 
mand fairly  priced  drugs.  Instead,  we  nod  our  heads  when  drug  manufacturers  warn 
us  that  any  action  we  take  would  stifle  research  and  development. 

Drug  prices  can  come  down  in  the  United  States  without  stifling  research  and  de- 
velopment. Take  the  case  of  medical  devices.  The  Medicare  program  is  the  largest 
purchaser  of  medical  devices  in  the  United  States.  The  Medicare  program  pays  dis- 
counted prices  for  medical  devices  and  yet  new  devices  are  developed  every  day.  Ob- 
viously a  fast  way  to  make  money  is  to  charge  inflated  prices  for  prescription  drugs. 
It  works  beautifully  for  a  product  so  important  to  so  many  people.  That  does  not 
make  it  necessary. 

So,  what  do  we  do  about  high  prices?  The  drug  industry  says  the  best  way  to 
make  prescription  drugs  aflbrdable  for  seniors  is  to  enroll  all  38  million  in  private 
health  insurance  plans.  I'm  not  sure  I  follow  their  logic.  Look  at  what  is  happening 
in  the  private  insurance  market  today.  Health  insurance  premium  increases  are 
back  in  the  double  digits.  Insurers  blame  prescription  drug  costs.  EnroUees  in  pri- 
vate plans  can  expect  higher  co-pays  and  lower  prescription  drug  caps. 

One  of  the  fundamental  truths  about  health  insurance  is  the  larger  the  pool  of 
enrollees,  the  more  stable  the  premiums  and  benefits  will  be.  Fragmenting  the  risk 
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pool  has  never  been  a  good  idea  and  it  is  certainly  not  a  good  idea  when  it  comes 
to  such  a  big  ticket  item  as  prescription  drugs. 

We  have  other  options.  I  have  introduced  legislation  that  would  give  drug  manu- 
facturers a  choice.  They  could  either  disclose  their  true  costs  and  work  with  us  to 
bring  prices  dowTi,  or  they  could  license  their  patents  to  generic  drug  companies  and 
let  the  free  market  bring  prices  down  to  a  more  reasonable  level.  Mr.  Allen  has  in- 
troduced legislation  that  would  permit  seniors  to  purchase  drugs  at  discounted 
prices.  Mr.  Sanders  and  Mr.  Barry  have  introduced  legislation  that  would  permit 
us  to  import  drugs  when  they  are  priced  less  expensively  in  other  countries. 

So  I  ask  you  again.  Should  Medicare  provide  prescription  drug  coverage  for  sen- 
iors? Yes.  Will  it  be  expensive?  Yes.  Is  there  something  we  can  do  to  make  it  less 
expensive?  Yes.  Now  is  the  time  to  stop  debating  this  issue,  and  do  what  is  right 
for  seniors. 

Thank  you,  Mr.  Chairman.  " ; 


Prepared  Statement  of  Hon.  An^'a  G.  Eshoo,  a  Representati\t  in  Congress 
FROM  THE  State  of  California 

We've  spent  a  great  deal  of  time  this  Congress  talking  about  the  need  to  shore 
up  the  Medicare  program. 

Yes,  we  must  ensure  the  solvency  of  the  program  but  we  must  also  modernize  it. 

The  key  to  ensuring  that  the  program  covers  the  best  that  medical  science  has 
to  offer  is  to  provide  a  comprehensive  prescription  drug  benefit. 

WTien  Medicare  was  created  in  1965,  seniors  were  more  likely  to  undergo  surgery 
than  to  use  prescription  drugs. 

Today,  prescription  drugs  are  often  the  preferred,  and  sometimes  the  only,  method 
of  treatment  for  many  diseases. 

In  fact,  IT^c  of  all  seniors  take  a  prescription  drug  on  a  regular  basis. 

And  yet,  nearly  15  million  Medicare  beneficiaries  have  no  insurance  coverage  for 
prescription  drugs  whatsoever. 

This  means  that  a  lot  of  senior  citizens — ^most  of  whom  are  on  modest,  fixed  in- 
comes— are  spending  a  great  deal  of  their  monthly  incomes  on  prescription  drugs. 
In  fact,  18%  of  seniors  spend  over  SlOO  a  month  on  prescriptions. 

My  senior  constituents  have  told  me  about  being  forced  to  limit  the  amount  they 
spend  on  groceries  in  order  to  pay  for  their  prescription  drugs. 

For  some  seniors,  enrolling  in  Medicare  managed  care  plans  has  pro\'ided  them 
drug  coverage.  However,  11  million  beneficiaries  don't  have  access  to  any  managed 
care  plans. 

During  the  last  two  years,  Medicare  managed  care  plans  have  withdrawn  from 
many  regions,  standing  thousands  of  seniors,  many  of  whom  only  signed  up  to  get 
drug  coverage  in  the  first  place. 

Today,  only  16%  of  Medicare  beneficiaries  are  enrolled  in  Medicare  HMOs. 

Many  managed  care  plans  are  dropping  or  severely  hmiting  coverage.  A  recent 
Kaiser  study  found  that  current  drug  coverage  in  Medicare+Choice  plans  varies 
greatly  and  may  be  in  jeopardy  altogether  as  plans  face  declining  profits. 

We  can't  rely  solely  on  the  private  sector  to  pro\'ide  this  service.  Prescription 
drugs  must  be  included  in  the  basic  Medicare  benefits  package.  And  it  must  be  af- 
fordable. 

WTien  he  enacted  the  Medicare  program.  President  Johnson  said,  "the  benefits  of 
this  law  are  as  varied  and  broad  as  the  marv-els  of  modem  medicine  itself" 

I  think  we  can  all  agree  that  the  tremendous  advances  prescription  drugs  have 
made  in  the  diagnosis  and  treatment  of  every  illness  from  arthritis  to  Alzheimer's 
are  todaVs  greatest  "marvels  of  modem  medicine." 

Thirty-nine  million  seniors  are  reh-ing  on  us  to  make  sure  they  have  access  to 
these  marvels.  Let's  not  disappoint  them. 

Thank  you,  Mr.  Chairman.  I  look  forward  to  hearing  from  the  witnesses. 

Mr.  BiLlRAKlS.  I  would  ask  the  first  panel  to  come  forward,  and 
as  soon  as  I  return,  we  will  get  started.  Thank  you. 
[Brief  recess.] 

Mr.  BiLiRAKis.  I  ask  Mrs.  Rita  Lewis  and  Dr.  Beatrice  Braun  to 
please  come  to  the  table,  take  their  seats.  As  Mr.  Bilbray  has  al- 
ready introduced  her,  Mrs.  Rita  Lewis  is  director  of  the 
Osteoporosis  Support  Group  of  San  Diego;  and  Dr.  Beatrice  Braun 
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is  a  member  of  the  Board  of  Directors  of  AARP.  Welcome,  good  la- 
dies. I  appreciate  very  much  your  being  here. 

Your  written  statement  that  you  have  already  submitted  to  the 
committee  is  already  a  part  of  the  record.  We  will  give  you  5  min- 
utes to  hopefully  supplement  it  or  complement  it,  if  you  will.  Mrs. 
Lewis,  please  proceed.  Take  your  time,  but  move  that  mike  close 
because  we  certainly  want  to  hear  everything  you  have  to  say. 

STATEMENTS  OF  RITA  H.  LEWIS,  DIRECTOR,  OSTEOPOROSIS 
SUPPORT  GROUP  OF  SAN  DIEGO,  CALIFORNIA;  AND  BEA- 
TRICE BRAUN,  MEMBER,  BOARD  OF  DIRECTORS,  AARP 

Mrs.  Lewis.  Can  you  hear  me? 
Mr.  BILIRAKIS.  Yes. 

Mrs.  Lewis.  Good  morning.  It  is  a  great  honor  to  be  here  today 
before  the  Commerce  Committee  to  share  my  thoughts  about  the 
Medicare  program  and  prescription  drugs. 

My  name  is  Rita  Lewis.  I  am  80  years  old,  and  I  live  in  San 
Diego,  California.  For  the  past  16  years  I  have  received  my  Medi- 
care benefits  through  a  private  health  plan.  I  am  very  pleased  with 
the  quality  of  the  care  I  receive  from  my  doctors,  nurses,  and  other 
health  care  providers. 

As  a  resident  of  San  Diego,  I  have  a  wide  variety  of  plans  avail- 
able to  me.  I  stay  with  my  plan  because  it  works  for  me,  and  the 
doctors  and  nurses  have  never  let  me  down.  For  the  $15  a  month, 
I  receive  top  notch  care.  The  11  medications  I  take  daily  have  mini- 
mal cost. 

One  of  the  best  features  of  my  plan  is  that  I  have  so  much  less 
paperwork  than  friends  of  mine  who  are  in  the  old  Medicare  pro- 
gram. They  spend  hours  on  the  phone  trying  to  sort  out  their  bills. 
With  my  plan,  it  is  easy  to  understand.  When  I  go  to  my  physician, 
I  pay  $5,  and  when  I  was  hospitalized  on  several  occasions,  my  pri- 
vate plan  picked  up  100  percent  of  the  costs.  This  gives  me  peace 
of  mind. 

Now,  I  would  like  to  take  a  moment  to  talk  about  my  own  med- 
ical condition.  When  I  was  in  my  early  60's,  I  learned  that  I  had 
osteoporosis,  the  bone  disease  that  affects  older  women  and  some 
men.  My  doctors  tried  every  available  medicine  to  stop  my  bone 
loss,  but  they  did  not  work  and  I  lost  over  seven  inches  in  height. 
My  condition  was  so  bad  that  my  husband  could  not  give  me  a  hug 
without  breaking  one  of  my  ribs,  sometimes  two. 

A  new  drug  was  developed  to  stop  the  deterioration  of  my  bones. 
My  doctor  immediately  prescribed  this  medication  and  I  began  to 
see  the  effects.  The  progression  of  my  osteoporosis  was  stopped, 
and  I  have  actually  had  bone  mass  increases.  With  the  discovery 
of  this  new  drug,  I  am  now  able  to  walk  again  every  morning,  40 
to  45  minutes,  at  a  fast  clip  now. 

In  addition  to  osteoporosis,  I  have  several  other  medical  condi- 
tions that  are  treated  with  prescription  drugs.  In  total,  I  take  eight 
medications  a  day  and  three  calcium  pills  that  amount  to  11  pills. 
These  drugs  are  vital  to  my  health.  My  plan  covers  most  of  the 
costs  for  these  drugs.  My  co-pay  ranges  from  $10  to  $30  for  a  90- 
day  program.  I  order  my  prescriptions  by  telephone  or  through  my 
mail  order  program.  Some  are  new  brand  name  drugs,  like  my 
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osteoporosis  drag,  and  others  are  generic.  It  costs  me  in  the  neigh- 
borhood of  $600  a  year  for  my  prescription  drags. 

I  understand  that  some  Members  of  Congress  woald  Hke  to  add 
prescription  drugs  to  the  Medicare  program.  I  am  concerned  that 
a  large  government  approach  will  be  confusing  and  will  cost  more. 
Like  my  husband  Aaron  says,  "There  is  no  free  lunch."  While  it  is 
important  for  seniors  to  have  access  to  prescription  drug  coverage, 
I  think  that  plans  like  mine  provide  the  best  solution. 

In  closing,  let  me  leave  you  with  one  final  thought.  I  am  80  years 
old.  I  take  eight  medications  a  day.  I  see  many  doctors  and  nurses, 
and  I  have  been  in  and  out  of  the  hospital.  My  health  care  plan 
works  for  me.  I  would  like  more  healthy  years  to  enjoy  my  hus- 
band, my  children,  my  grandchildren,  and  so  do  a  lot  of  other  sen- 
iors. Please  remember  seniors  like  me  when  you  consider  changing 
Medicare.  And  thank  you. 

[The  prepared  statement  of  Rita  H.  Lewis  follows:] 

Prep.\red  Statement  of  Rita  H.  Lewis 

Good  morning.  It  is  a  great  honor  to  be  here  today  before  the  Commerce  Com- 
mittee to  share  my  thoughts  about  the  Medicare  program  and  prescription  drugs. 

My  name  is  Rita  Lewis.  I  am  80  years  old  and  I  hve  in  San  Diego,  California. 
For  the  past  16  years,  I  have  received  my  Medicare  benefits  through  a  private 
health  plan.  I  am  ver\'  pleased  with  the  quality  of  the  care  I  receive  from  my  doc- 
tors, nurses,  and  other  health  care  providers. 

As  a  resident  of  San  Diego,  I  have  a  wide  variety  of  plans  available  to  me.  I  stay 
with  my  plan,  because  it  works  for  me  and  the  doctors  and  nurses  have  never  let 
me  down.  For  $15  dollars  a  month,  I  receive  top  notch  care.  The  11  meds  I  take 
daily  have  minimal  cost. 

One  of  the  best  features  of  my  plan  is  that  I  have  so  much  less  paperwork  than 
my  friends  who  are  in  the  old  Medicare  program.  They  spend  hours  on  the  phone 
trying  to  sort  out  their  bills.  With  my  plan  it  is  easy  to  understand.  When  I  go  to 
my  doctor,  I  pay  S5.  And  when  I  was  hospitaUzed  on  several  occasions,  my  private 
plan  picked  up  100  percent  of  the  costs.  This  gives  me  peace  of  mind. 

Now,  I  would  like  to  take  a  moment  to  talk  about  my  own  medical  condition. 
When  I  was  in  my  60s,  I  learned  that  I  had  osteoporosis,  the  bone  disease  that  af- 
fects older  women,  and  some  men.  My  doctors  tried  every  available  medicine  to  stop 
my  bone  loss,  but  they  did  not  work  and  I  lost  over  seven  inches  in  height.  My  condi- 
tion was  so  bad  that  my  husband  could  not  give  me  a  hug  without  breaking  one 
of  my  ribs. 

A  new  drug  was  developed  to  stop  the  deterioration  of  my  bones.  My  doctor  imme- 
diately prescribed  this  medication  and  I  began  to  see  the  effects.  The  progression 
of  my  osteoporosis  was  stopped  and  I  have  actually  had  bone  mass  increases.  With 
the  discovery  of  this  new  drug,  I  am  now  able  to  walk  again  on  my  own  and  without 
canes.  I  keep  fit  by  walking  five  days  a  week  for  40-45  minutes. 

In  addition  to  osteoporosis,  I  have  several  other  medical  conditions  that  are  treat- 
ed with  prescription  drugs.  In  total,  I  take  8  medications  a  day  and  three  calcium 
pills,  for  a  total  of  11  pills.  These  drugs  are  vital  to  my  health.  My  plan  covers  most 
of  the  costs  for  these  drugs.  My  copay  ranges  from  810  to  $30  for  a  90-day  supply. 
I  order  my  prescriptions  by  telephone  or  through  my  mail  order  program.  Some  are 
new  brand  name  drugs,  like  my  osteoporosis  drug,  and  others  are  generic.  It  costs 
m.e  about  $600  a  year  for  my  prescription  drugs. 

I  understand  that  some  Members  of  Congress  would  like  to  add  prescription  drugs 
to  the  Medicare  program.  I  am  concerned  that  a  large  government  approach  will  be 
confusing  and  will  cost  more.  Like  my  husband  Aaron  always  says,  "there  is  no  free 
lunch."  WTiile  it  is  important  for  seniors  to  have  access  to  prescription  drug  cov- 
erage, I  think  that  plans,  like  mine,  provide  the  best  solution. 

In  closing,  let  me  leave  you  with  one  final  thought.  I  am  80  years  old.  I  take  8 
medications  a  day.  I  see  many  doctors  and  nurses  and  I  have  been  in  and  out  of 
the  hospital.  My  health  care  plan  works  for  me.  I  want  more  healthy  years  to  enjoy 
my  husband,  children,  and  grandchildren  and  so  do  other  seniors.  Please  remember 
seniors  like  me  when  you  consider  changing  Medicare. 

Mr.  BiLiRAKlS.  Thank  you  very  much,  Mrs.  Lewis. 
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Dr.  Braun,  please  proceed. 

STATEMENT  OF  BEATRICE  BRAUN 

Ms.  Braun.  Good  morning.  I  am  Bea  Braun,  from  Spring  Hill  in 
Florida,  and  a  member  of  AARP's  Board  of  Directors,  and  I  truly 
thank  you,  Mr.  Chairman  and  members,  for  the  opportunity  to  tes- 
tify today. 

As  we  all  know,  since  it  was  enacted  Medicare  has  provided  ac- 
cess to  affordable  health  care  and  has  kept  many  older  people  out 
of  poverty,  but  the  challenges  are  very  large  that  we  now  face.  As 
a  retired  physician,  50  years  out  of  medical  school,  I  have  seen  the 
practice  of  medicine  change  dramatically,  particularly  in  the  area 
of  prescription  drugs.  Penicillin  was  just  coming  in  when  I  was  in 
medical  school. 

Simply  stated,  prescription  drug  coverage  is  smart  medicine.  Yet, 
while  most  employer  plans  include  drug  coverage.  Medicare  does 
not.  We  are  pleased  that  Congress,  the  administration  and  the 
drug  industry  recognize  that  prescription  drug  coverage  must  be  a 
part  of  a  strengthened  Medicare  program.  The  only  question  is  how 
to  do  it. 

The  AARP  believes  that  a  Medicare  prescription  drug  benefit 
must  be  available  to  all  and  affordable  for  all  beneficiaries,  but  the 
benefit  should  be  voluntary  so  no  one  has  to  give  up  what  they  al- 
ready have,  as  Mrs.  Lewis  says.  And  the  benefit  must  be  affordable 
for  all  beneficiaries,  and  not  just  those  with  low  incomes.  The  ben- 
efit needs  to  assure  that  it  helps  middle  income  beneficiaries  han- 
dle mounting  prescription  costs. 

Equally  important,  it  needs  to  ensure  enough  participation  in  the 
benefit  to  avoid  risk  selection.  One  of  Medicare's  greatest  strengths 
has  been  its  success  in  pooling  the  risk  of  nearly  40  million  bene- 
ficiaries. This  has  let  Medicare  avoid  the  cherry-picking  that  exists 
in  the  under-65  health  insurance  market.  This  broad  risk  pool 
must  be  sustained  in  order  to  keep  Medicare  strong  and  affordable. 

While  65  percent  of  beneficiaries  may  have  some  type  of  drug 
coverage,  the  employer-based  retiree  coverage  is  declining  rapidly. 
Medigap  coverage  is  very  expensive,  and  limited  in  what  and  who 
it  covers.  And  managed  care  coverage  has  proven  unstable.  Pre- 
miums are  going  up,  and  in  many  cases  there  have  been  pull-outs 
from  various  counties  in  the  country,  including  my  own. 

I  am  not  attempting  today  to  give  a  full  review  of  the  prescrip- 
tion drug  proposals  before  Congress.  That  will  take  many  more 
hearings.  But  as  Congress  undertakes  this  effort,  I  would  like  to 
raise  the  following  fundamental  questions  that  need  to  be  an- 
swered by  any  drug  proposal: 

Will  the  proposed  prescription  drug  coverage  be  affordable  to 
beneficiaries,  and  assure  a  viable  risk  pool  for  the  program?  These 
go  hand-in-hand.  How  would  insurers  be  prevented  from  cherry- 
picking  beneficiaries?  How  would  beneficiaries  with  very  high  drug 
costs  be  protected?  Does  the  proposed  benefit  meet  the  needs  of 
current  and  future  beneficiaries? 

AARP  is  reserving  judgment  on  current  proposals  until  these  and 
other  questions  about  their  impact  on  beneficiaries  and  the  pro- 
gram itself  are  answered.  How  to  provide  Medicare  beneficiaries 
with  affordable  prescription  drugs  is  a  huge  challenge.  We  urge  the 
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Congress,  the  drug  industry  and  consumers  to  engage  in  a  serious 
debate  on  the  merits  of  the  full  range  of  approaches. 

The  success  of  any  drug  benefit  proposal,  as  well  as  broader 
changes  in  Medicare,  depend  on  a  clear  understanding  on  the  part 
of  the  public  and  policyrnakers  alike  of  the  changes  being  con- 
templated. This  will  require  not  only  extensive  dialog  but  also  a 
thorough  analysis  of  how  the  proposal  would  affect  current  and  fu- 
ture beneficiaries.  In  fact,  if  legislation  is  pushed  through  too 
quickly,  before  the  effect  on  beneficiaries  is  known,  AARP  would  be 
compelled  to  alert  our  members  of  the  dangers  in  such  legislation 
and  why  we  could  not  support  it. 

The  AARP  is  committed  to  working  with  Members  of  Congress 
on  a  bipartisan  basis  to  advance  the  debate  over  prescription  drug 
coverage  and  to  carefully  explore  the  best  options  for  securing 
Medicare's  future.  And  I  thank  you,  Mr.  Chairman,  for  giving  us 
the  opportunity  and  for  your  efforts  to  examine  the  high  costs  of 
prescription  drugs  for  our  older  Americans,  including  me. 

[The  prepared  statement  of  Beatrice  Braun  follows:]  : 

Prepared  Statement  of  Beatrice  Braun,  AARP  Board  Member 

Mr.  Chairman  and  members  of  the  Committee,  I  am  Beatrice  Braun,  a  member 
of  AARP's  Board  of  Directors.  I  want  to  thank  you  for  your  interest  in  the  issue  of 
the  high  cost  of  prescription  drugs  and  the  difficulties  older  Americans  have  in  pay- 
ing for  needed  medications.  AARP  appreciates  this  opportunity  to  share  our  perspec- 
tive on  the  need  for  a  Medicare  prescription  drug  benefit  and  some  of  the  broader 
issues  involved  in  reforming  the  Medicare  program. 

For  over  thirty  years  Medicare  has  provided  older  and  disabled  beneficiaries  with 
dependable,  affordable,  quality  health  insurance.  I  live  in  Florida,  which  has  one  of 
the  largest  beneficiary  populations  in  the  nation.  As  a  retired  physician,  I  have  seen 
first  hand  how  Medicare  has  made  a  difference  in  the  lives  of  older  Americans. 
Medicare  has  been  instrumental  in  improving  the  health  and  life  expectancy  of 
beneficiaries  in  Florida  and  across  the  nation.  It  has  also  helped  to  reduce  the  num- 
ber of  older  persons  living  in  poverty. 

Medicare's  promise  of  affordable  health  care  extends  beyond  the  current  genera- 
tion of  retirees.  Now,  more  than  ever,  Americans  of  all  ages  are  looking  to  Medi- 
care's guaranteed  protections  as  part  of  the  foundation  of  their  retirement  planning. 
AARP  believes  that  in  order  for  Medicare  to  remain  strong  and  viable  for  today's 
beneficiaries,  and  for  those  who  will  depend  on  it  in  the  future,  we  must  confront 
the  key  challenges  facing  the  program. 

Foremost  among  these  challenges  is  ensuring  that  Medicare's  benefits  and  its 
means  of  delivering  care  remain  dependable  even  as  they  are  updated  to  keep  pace 
with  the  rapid  advances  in  health  care.  The  practice  of  medicine  has  changed  dra- 
matically since  the  Medicare  program  was  created.  We  are  now  living  in  a  time  of 
amazing  breakthroughs  in  medical  technology.  Among  the  most  striking  are  the  ad- 
vances in  the  area  of  prescription  drugs.  Drug  therapies  that  were  not  available 
when  Medicare  began  are  now  commonly  used  to  prevent  and  treat  virtually  every 
major  illness.  In  many  cases,  new  drugs  substitute  for  or  allow  patients  to  avoid 
more  expensive  therapies  such  as  hospitalization  and  surgery.  In  other  cases,  drugs 
facilitate  treatment  or  provide  treatment  where  none  existed  before,  improving  the 
quality  and  length  of  life  for  the  patient.  As  a  result,  prudent  reliance  on  prescrip- 
tion drugs  now  goes  to  the  very  core  of  good  medical  practice. 

Ironically,  while  older  Americans  typically  need  more  medications  than  younger 
people,  most  employer  plans  include  and  rely  on  prescription  drug  coverage  as  an 
essential  tool  for  medical  management,  but  Medicare  still  does  not.  Consequently, 
high  prescription  drug  prices  impose  significant  financial  hardship  on  the  millions 
of  Medicare  beneficiaries  who  have  inadequate  or  no  insurance  coverage  for  pre- 
scription drugs.  It  is  important  to  remember  that  beneficiaries  without  coverage  pay 
top  dollar  for  their  prescriptions  because  they  do  not  benefit  from  discounts  nego- 
tiated by  third  party  payers  as  do  most  younger  persons.  AARP  believes  prescription 
drug  coverage  must  be  part  of  an  improved  Medicare  program.  Simply  stated,  pre- 
scription drug  coverage  is  smart  medicine. 

The  second  challenge  facing  Medicare  is  our  nation's  changing  demographics.  The 
retirement  of  the  baby  boom  generation  will  nearly  double  the  number  of  Medicare 
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beneficiaries  in  the  program.  Medicare's  financing  and  delivery  systems  must  be  ca- 
pable of  serving  this  enormous  influx  of  beneficiaries  whose  health  care  cir- 
cumstances, needs,  and  expectations  will  be  similar  in  some  respects  to  those  of  to- 
day's beneficiaries,  but  very  different  in  others.  Just  as  important,  longer  life  spans 
are  already  causing  rapid  growth  in  the  very  old  population.  Medicare  must  be  pre- 
pared to  handle  the  unique  health  care  needs  of  a  growing  number  of  older  Ameri- 
cans who  reach  85,  or  even  100. 

To  meet  these  challenges,  the  program's  long-term  financial  solvency  must  be  se- 
cure. AARP  supported  the  Balanced  Budget  Act  of  1997  as  a  first  step  towards  se- 
curing Medicare's  long-term  solvency.  The  strong  economy  we  now  enjoy  and  the 
Medicare  Trustees'  projection  of  solvency  to  the  year  2015  are  good  news.  But,  this 
does  not  mean  we  can  afford  to  become  complacent  or  that  we  can  delay  the  debate 
over  how  best  to  strengthen  Medicare. 

The  deliberation  over  Medicare's  future  must  be  ongoing.  It  will  take  a  sustained 
effort  to  update  and  improve  Medicare.  Changing  a  program  that  millions  of  Ameri- 
cans depend  on  for  their  health  care  is  no  small  task.  There  must  be  a  careful  and 
thorough  examination  of  the  full  range  of  issues — prescription  drugs  being  only  one 
issue  among  them — and  a  similarly  carefiil  effort  to  make  sure  that  policy  makers 
and  the  public  alike  understand  the  trade-offs  that  will  be  necessary. 

AARP  believes  that  it  would  be  a  serious  mistake  for  anyone  to  hinder  debate  on 
reform  proposals.  By  the  same  token,  it  would  be  an  error  for  the  Congress  to  rush 
to  judgment  on  any  reform  option  before  policy  makers  and  the  public  understood 
the  proposed  changes  and  their  anticipated  effect  on  beneficiaries,  providers,  and  on 
the  Medicare  program  in  general.  As  we  all  learned  over  the  recent  BBA  revisions, 
earUer  experiences  with  the  Catastrophic  Coverage  Act  in  the  late  1980s,  and  from 
the  health  care  reform  debate  of  the  early  1990s,  unless  the  American  public  under- 
stands the  trade-offs  they  are  being  asked  to  make,  and  the  changes  that  they  wiU 
face,  initial  support  can  erode  quickly. 

THE  NEED  FOR  A  MEDICARE  PRESCRIPTION  DRUG  BENEFIT 

AARP  is  pleased  that  the  Subcommittee  has  begun  to  examine  the  various  Medi- 
care prescription  drug  proposals  before  the  Congress  and  is  developing  its  own  pre- 
scription drug  benefit  plan.  The  work  you  are  embarking  upon  is  extremely  chal- 
lenging; it  is  also  immensely  important  to  millions  of  Americans  who  take  prescrip- 
tion medications.  It  is  our  hope  that  today's  hearing  will  help  focus  attention  on  the 
need  for  an  affordable  Medicare  prescription  drug  benefit  for  all  beneficiaries,  as 
well  as  on  other  Medicare  reform  issues. 

As  new  prescription  drugs  are  becoming  available  to  treat  and  even  prevent  more 
and  more  serious  conditions  and  life-threatening  illnesses,  reliance  on  these  drugs 
has  become  especially  significant  for  older  Americans.  Eighty  percent  of  retirees  use 
a  prescription  drug  every  day.  While  older  Americans  comprise  only  12  percent  of 
the  U.S.  population,  they  account  for  one-third  of  prescription  drug  spending.  In 
fact,  after  premium  payments,  prescription  drugs  account  for  the  single  largest  com- 
ponent of  health  care  out-of-pocket  spending,  for  non-institutionalized  Medicare 
beneficiaries  age  65  and  older.  On  average,  these  beneficiaries  spend  as  much  out- 
of-pocket  for  prescription  drugs  ( 17  percent  of  total  out-of-pocket  health  care  spend- 
ing) as  for  physician  care,  vision  services,  and  medical  suppUes  combined.  By  con- 
trast, inpatient  and  outpatient  hospital  care  each  accounts  for  about  3  percent  of 
older  beneficiaries'  total  out-of-pocket  health  spending. 

High  use,  high  drug  prices,  and  inadequate  insurance  coverage  pose  serious  prob- 
lems for  today's  Medicare  beneficiaries.  A  chronic  health  problem  necessitating  some 
of  the  newest,  most  expensive  prescription  drugs  can  deplete  a  retiree's  financial  re- 
sources. Some  beneficiaries  are  forced  to  choose  between  food  and  their  medications. 
Others  do  not  refill  their  prescriptions  or  take  the  proper  dosage  in  order  to  make 
their  prescriptions  last  longer.  A  new  international  health  care  sur\'ey  of  the  elderly 
by  the  Commonwealth  Fund  reporis  7  percent  of  adults  age  65  and  over  did  not 
even  fill  a  prescription  due  to  cost. 

Because  of  Medicare's  current  lack  of  prescription  drug  coverage,  many  bene- 
ficiaries must  pay  for  prescription  drugs  completely  out-of-pocket.  While  some  bene- 
ficiaries may  have  employer-based  retiree  coverage,  or  be  able  to  purchase  private 
supplemental  coverage  that  assists  with  costs,  or  join  a  Medicare  HMO  that  offers 
a  prescription  drug  benefit,  these  coverage  options  are  inadequate,  limited,  expen- 
sive, and  unstable.  For  instance,  a  new  study  by  the  Commonwealth  Fund,  reports 
that  many  Medicare  beneficiaries  do  not  have  continuous  prescription  drug  cov- 
erage. In  1996,  just  53  percent  of  beneficiaries  had  prescription  drug  coverage 
throughout  the  year. 
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Although  65  percent  of  Medicare  beneficiaries  have  some  type  of  coverage  for  pre- 
scription drugs,  this  figure  can  be  very  misleading.  In  fact,  the  majority  of  Medicare 
beneficiaries — not  just  those  with  low  incomes — need  drug  coverage  in  Medicare. 
Why? 

First,  Medicare  beneficiaries'  current  prescription  drug  coverage  does  not  protect 
them  from  high  out-of-pocket  expenses.  AARP  estimates  that  25  percent  of  Medicare 
beneficiaries  spent  over  $500  out-of-pocket  on  prescription  drugs  in  1999,  and  over 
half  of  these  beneficiaries  had  some  type  of  coverage.  Forty-two  percent  of  bene- 
ficiaries who  spent  $1,000  or  more  on  their  prescription  drugs  (  excluding  insurance 
premiums)  had  some  type  of  drug  coverage.  For  example,  some  beneficiaries  buy 
Medigap  policies  that  provide  a  drug  benefit.  Two  of  the  three  Medigap  policies  that 
cover  prescription  drugs  have  an  annual  cap  of  S  1,250  on  drug  coverage;  the  third 
policy  has  a  $3,000  cap.  All  three  Medigap  policies  that  have  a  prescription  drug 
benefit  require  the  beneficiaiy  to  pay  50  percent  coinsurance.  It  is  interesting  to 
note  that  while  Medigap  drug  coverage  is  quite  limited,  the  premiums  on  these  poli- 
cies exceed  $1,000  a  year.  Other  beneficiaries  choose  to  enroll  in  Medicare  HMOs 
that  offer  some  prescription  drug  coverage.  Yet,  this  year  32  percent  of  Medicare 
HMOs  offering  drug  coverage  have  a  $500  cap  that  applies  to  brand  or  to  brand  and 
generic  drugs,  and  average  copays  in  these  plans  have  increased  dramatically  from 
last  year — an  estimated  21  percent  for  brands  and  8  percent  for  generics. 

Second,  current  prescription  drug  coverage  available  to  Medicare  beneficiaries  is 
Limited.  Private  Medigap  pohcies  may  be  the  only  option  for  obtaining  drug  coverage 
for  beneficiaries  who  do  not  have  access  to  employer  coverage  or  Medicare+Choice 
plans.  Yet,  because  almost  all  Medigap  policies  v,ith  drug  coverage  exclude  bene- 
ficiaries based  on  pre-existing  conditions  once  they  have  passed  the  first  six  months 
of  their  Medicare  ehgibility,  and  because  not  all  three  Medigap  policies  that  include 
prescription  drugs  are  not  offered  everj-where,  many  Medicare  beneficiaries  desiring 
such  coverage  cannot  obtain  it.  Additionally,  although  Medicare  HMOs  are  prohib- 
ited by  law  from  underwriting  the  coverage  they  offer,  such  plans  are  not  available 
in  all  parts  of  the  country. 

Third,  current  drug  coverage  options  are  not  stable.  For  example,  beneficiaries 
who  obtain  prescription  drug  coverage  from  their  former  employer  are  finding  that 
coverage  to  be  unstable.  Retiree  health  benefits  that  include  prescription  drug  cov- 
erage are  becoming  more  scarce.  While  an  estimated  60  to  70  percent  of  large  em- 
ployers offered  retiree  health  coverage  during  the  1980s,  fewer  than  40  percent  do 
so  today.  Of  those  employers  who  offer  retiree  benefits,  28  percent  do  not  offer  drug 
coverage  to  Medicare  eligible  retirees. 

Further,  beneficiaries  who  have  drug  coverage  through  Medicare  HMOs  cannot 
depend  on  having  this  coverage  from  year  to  year  as  plans  can  change  benefits  on 
an  annual  basis  or  even  terminate  participation  in  Medicare.  For  example,  this  year 
many  beneficiaries  in  Medicare-hChoice  plans  are  li\ing  through  abrupt  changes  in 
their  prescription  drug  coverage  that  they  did  not  foresee  when  they  enrolled.  Some 
of  the  most  visible  of  these  changes  include: 

•  Increasing  premiums — Over  the  past  few  years,  more  and  more  Medicare+Choice 

plans  are  charging  premiums  for  their  coverage,  and  those  premiums  are  climb- 
ing. This  year  207,000  beneficiaries  must  pay  over  $80  per  month  to  enroll  in 
a  Medicare  HMO.  This  compares  to  1999  when  only  50,000  Medicare  bene- 
ficiaries enrolled  in  Medicare  HMOs  had  a  premium  above  $80  per  month. 

•  Higher  cost-sharing — For  the  first  time  this  year,  all  Medicare  HMOs  that  provide 

prescription  drug  coverage  are  charging  copays  for  those  prescription  drugs,  and 
the  average  beneficiary  copay  has  increased  significantly. 

•  Decreasing  benefit — The  annual  cap  on  the  tv^Dical  Medicare+Choice  drug  benefit 

has  decreased.  While  in  1999  only  21  percent  of  Medicare  HMOs  had  an  annual 
cap  of  $500  or  less  on  their  drug  benefit,  this  vear  32  percent  of  plans  will  have 
a  $500  cap. 

•  Loss  of  benefit — This  year  some  Medicare+Choice  plans  dropped  their  prescription 

drug  benefit  entirely.  Although  Medicare+Choice  has  provided  beneficiaries 
with  an  opportunity  for  drug  coverage,  the  volatility  of  the  Medicare+Choice 
market  has  made  that  coverage  unpredictable  and  unstable  from  year  to  year. 

ISSUES  SURROUNDING  ADDING  PRESCRIPTION  DRUGS  TO  MEDIC.\RE 

AARP  is  committed  to  the  creation  of  a  voluntary-,  affordable  Medicare  prescrip- 
tion drug  benefit  that  would  be  available  to  all  beneficiaries,  so  that  they  may  ben- 
efit from  longer,  healthier  lives,  fewer  invasive  medical  procedures,  and  reduced 
health  care  costs.  We  appreciate  the  Subcommittee's  interest  in  this  issue  and  look 
forward  to  working  with  the  Congress  and  the  Administration  to  assure  that  a  pre- 
scription drug  benefit  that  is  available  and  affordable  to  all  Medicare  beneficiaries 
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becomes  part  of  Medicare's  defined  benefit  package.  To  that  end,  we  have  identified 
principles  that  we  beHeve  are  fundamental  to  the  design  of  a  Medicare  prescription 
drug  benefit: 

•  A  Medicare  prescription  drug  benefit  must  be  available  to  all  Medicare  bene- 

ficiaries. First,  the  benefit  should  be  voluntary  so  that  beneficiaries  are  able  to 
keep  the  coverage  that  they  currently  have,  if  they  choose  to  do  so.  A  Medicare 
prescription  drug  benefit  should  not  be  an  incentive  for  employers  to  drop  or' 
cut  back  on  retiree  health  coverage.  Second,  the  benefit  needs  to  be  affordable 
to  assure  enough  participation  and  thereby  avoid  the  dangers  of  risk  selection. 
To  this  end,  the  government  contribution  will  need  to  be  sufficient  to  yield  a 
beneficiary  premium  that  is  affordable,  and  a  benefit  design  that  is  attractive 
to  beneficiaries.  In  other  words,  this  is  not  simply  a  matter  of  beneficiary  afTord- 
ability,  but  equally  important,  the  fiscal  viability  of  the  risk  pool.  Medicare  Part 
B  is  a  model  in  this  regard.  The  Part  B  benefit  is  voluntary  on  its  face,  but 
Medicare's  contribution  toward  the  cost  of  the  benefit  elicits  virtually  universal 
participation. 

•  Prescription  drugs  should  be  a  defined  benefit  and  part  of  a  defined  benefit  pack- 

age. It  is  critical  that  beneficiaries  understand  what  is  included  in  their  benefit 
and  that  they  have  dependable  and  stable  prescription  drug  coverage.  In  addi- 
tion, defining  the  drug  benefit  would  reduce  the  opportunity  for  risk  selection. 

•  The  benefit  must  assure  beneficiaries  have  access  to  medically  appropriate  and 

needed  drug  therapies. 

•  The  benefit  must  include  quality  improvement  components  to  reduce  medical  er- 

rors and  mismedication  and  to  help  reduce  overall  health  care  costs. 

•  The  benefit  must  include  meaningful  cost-containment  mechanisms  for  both  bene- 

ficiaries and  Medicare.  This  should  include  drug-purchasing  strategies  that  en- 
able Medicare  beneficiaries  and  the  program  to  take  advantage  of  the  aggregate 
purchasing  power  of  large  numbers  of  beneficiaries. 

•  The  benefit  must  provide  additional  subsidies  for  low-income  beneficiaries  to  pro- 

tect them  from  unaffordable  costs  and  assure  that  they  have  access  to  the  ben- 
efit. 

•  The  benefit  must  be  financed  in  a  fiscally  responsible  manner  that  is  both  ade- 

quate and  stable.  AARP  believes  that  an  appropriate  amount  of  the  Federal 
budget  surplus  should  be  used  to  help  finance  a  prescription  drug  benefit. 

•  A  new  prescription  drug  benefit  should  be  part  of  a  strong  and  more  effective 

Medicare  program.  Prescription  drug  coverage  must  be  integrated  into  the  pro- 
gram in  a  manner  that  strengthens  Medicare  by  improving  the  program's  abil- 
ity to  support  modem  disease  management  and  prevention  strategies.  Many  of 
these  strategies  hold  promise  to  both  improve  health  outcomes  and  lower  pro- 
gram costs. 

PRESCRIPTION  DRUG  PROPOSALS  BEFORE  THE  CONGRESS 

The  need  to  modernize  the  Medicare  program  to  address  the  lack  of  prescription 
drug  coverage  has  become  a  major  issue  for  the  106th  Congress.  Several  iy^es  of 
proposals  for  establishing  a  Medicare  prescription  drug  benefit  have  been  intro- 
duced. At  this  time,  AARP  has  not  taken  a  position  on  any  of  the  proposals  before 
Congress.  As  these  plans  continue  to  be  refined,  we  have  reserved  judgment  until  fur- 
ther questions  can  be  answered.  We  have  not  attempted  in  this  testimony  to  under- 
take an  extensive  review  of  all  of  the  prescription  drug  proposals  introduced  and  the 
full  range  of  questions  that  they  raise.  That  essential  step  will  require  many  more 
hearings,  close  review  by  a  range  of  experts,  and  careful  assessment  of  the  impact 
of  the  proposed  changes  on  beneficiaries,  plans,  providers,  and  the  program  itself 
However,  we  have  tried  to  summarize  the  major  types  of  policy  approaches  before 
the  Congress  and  the  fundamental  questions  that  must  be  answered  about  each. 

President  Clinton's  Proposal 

The  approach  put  forward  by  President  Clinton  requires  Medicare  to  pay  for  50 
percent  of  beneficiaries'  prescription  drug  costs.  This  Medicare  benefit  would  be 
available  to  all  beneficiaries,  but  would  be  voluntary.  Benefit  management  would  be 
contracted  out  to  private  entities,  such  as  pharmacy  benefit  managers  (PBMs).  This 
approach  would  allow  market  forces  to  reduce  drug  prices  for  beneficiaries  because 
the  contracted  third  parties  could  negotiate  the  same  types  of  discounts  from  manu- 
facturers and  pharmacies  for  Medicare  as  they  currently  negotiate  for  health  plans 
and  HMOs.  The  government  would  be  distanced  from  the  role  of  determining  prices 
under  this  approach.  Additional  financial  assistance  would  be  provided  to  low-in- 
come beneficiaries  and  financial  incentives  would  be  offered  to  employers  to  ensure 
that  they  retain  current  retiree  health  benefits.  The  Administration  has  now  also 
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suggested  a  new  catastrophic  benefit,  although  the  details  have  not  been  spelled 
out. 

While  AARP  is  pleased  that  the  President's  proposal  includes  prescription  drug 
coverage  for  all  beneficiaries,  details  of  his  plan  are  forthcoming  and  there  are  still 
unanswered  questions  about  how  a  Medicare-based  proposal  would  work.  For  in- 
stance: 

•  Will  this  prescription  drug  coverage  be  affordable  to  beneficiaries? 

•  Are  the  proposed  benefit  package  and  subsidy  sufficient  to  attract  a  large  number 

of  beneficiaries? 

•  How  would  the  President's  new  additional  benefit  to  protect  those  beneficiaries 

with  extremely  high  drug  costs  work? 
The  Kennedy-Stark-Dingell  bill  takes  a  similar  Medicare-based  approach  as  the 
President's,  but  would  provide  a  different  and  more  generous  benefit  structure.  Al- 
though the  bill's  proposed  benefit  would  include  a  deductible  of  S200,  the  bene- 
fician^s  coinsurance  would  be  20  percent  rather  than  50  percent,  as  proposed  by  the 
President.  In  addition,  the  Kennedy-Stark-Dingell  bill  would  include  a  cap  on  the 
benefit  of  $1700  and  stop-loss  protection  after  the  beneficiary  has  S3000  in  out-of- 
pocket  prescription  drug  expenses.  This  proposal  raises  the  following  questions: 

•  What  happens  to  beneficiaries  after  they  have  exceeded  the  benefit  cap  but  before 

they  are  eligible  for  stop-loss  protection? 

•  Would  beneficiaries  support  this  t\"pe  of  benefit  structure? 

•  Does  this  type  of  benefit  meet  the  need  of  most  current  and  future  beneficiaries? 
The  Breaux-Frist  Proposal 

The  approach  introduced  by  Senators  Breaux  (D-LA)  and  Frist  (R-TN)  provides 
some  subsidy  to  all  beneficiaries  interested  in  purchasing  prescription  drug  cov- 
erage. Unlike  the  President's  plan,  this  approach  would  not  create  a  defined  pre- 
scription drug  benefit;  rather,  it  allows  entities,  such  as  insurance  companies  or 
health  plans,  to  offer  any  type  of  benefit  so  long  as  the  benefit  is  equal  to  a  certain 
actuarial  value.  Plans  would  compete  by  varying  their  drug  benefit  design. 

AARP  is  pleased  that  the  Breaux-Frist  bill  improves  upon  earlier  versions  of  the 
proposal  in  that  it  would  include  some  form  of  subsidy  for  all  beneficiaries  who 
choose  to  purchase  a  "high  option"  plan.  However,  we  have  several  questions  that 
relate  to  our  belief  that  the  benefit  must  be  affordable  and  avoid  risk  selection. 
These  questions  include: 

•  Is  the  prescription  drug  benefit  affordable?  Is  a  25  percent  premium  subsidy 

enough  to  create  a  viable  risk  pool  and  make  the  benefit  affordable  for  most 
beneficiaries? 

•  How  would  insurers  be  prevented  from  "cherry  picking"  beneficiaries  since  the 

drug  benefit  would  be  pegged  to  an  actuarial  cost  and  not  to  a  particular  benefit 
design? 

•  What  v,T.ll  be  the  effect  on  quality  of  care  and  on  beneficiaries  or  program  cost 

of  having  a  prescription  drug  that  is  administered  separately  rather  than  as 
part  of  the  rest  of  Medicare?  Will  this  lack  of  integration  lead  to  cost-shifting 
or  poorer  quality  care? 

•  Will  prescription  drug  insurance  that  is  offered  through  private  entities  be  more 

expensive  for  beneficiaries  and  for  the  Medicare  program  than  a  benefit  admin- 
istered by  Medicare  because  Medicare  does  not  have  to  make  a  profit,  and  has 
lower  administrative  overhead  costs? 

•  Will  high-option  stop-loss  protection  extend  to  the  prescription  drug  benefit?  How 

would  beneficiaries  who  have  ver\'  high  drug  costs  be.  protected? 

The  Bilirakis  Proposal 

Another  approach,  illustrated  by  Representative  Bilirakis'  (R-FL)  bill,  is  to  create 
a  state-based  approach  for  low-income  beneficiaries,  while  expanding  Medicare's 
benefits  to  include  stop-loss  protection  so  that  the  program  would  cover  prescription 
drug  costs  once  a  beneficiary's  annual  out-of-pocket  expenses  reached  a  specified 
threshold.  This  approach  would  rely  on  the  states  to  develop  mechanisms  for  reduc- 
ing prescription  drug  costs  for  low-income  beneficiaries.  While  AARP  opposes  a 
Medicare  prescription  drug  benefit  for  low-income  beneficiaries  only,  the  approach 
of  providing  low-income  drug  assistance  outside  of  the  Medicare  program  deserves 
further  review.  However,  a  state-based  approach  with  accompanying  Medicare  stop- 
loss  protection  raises  the  following  types  of  questions: 

•  How  will  the  state  low-income  drug  assistance  program  work?  Would  all  states 

offer  a  low-income  prescription  drug  program? 

•  What  processes  would  be  established  for  enrollment  and  outreach  in  the  state- 

based  low  income  prescription  drug  programs? 
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•  Would  there  be  any  incentives  for  Medicare+Choice  plans  to  keep  offering  a  drug 

benefit  or  to  offer  wrap-around  coverage? 

•  Would  receipt  of  Medicare  stop-loss  protection  be  conditioned  on  the  purchase  of 

private  sector  insurance? 

The  Allen  Proposal 

Another  approach,  reflected  in  Representative  Allen's  (D-ME)  bill,  attempts  to 
lower  prescription  drug  prices  by  limiting  the  prices  that  manufacturers  could 
charge  beneficiaries.  This  approach  does  not  involve  the  creation  of  a  Medicare  pre- 
scription drug  benefit,  but  rather  would  lower  drug  prices  by  legislatively  tying  the 
prices  paid  by  retail  pharmacies  for  drugs  sold  to  Medicare  beneficiaries  to  the  best 
prices  paid  by  the  government.  Although  it  does  not  provide  a  Medicare  benefit,  the 
Allen  approach  has  helped  focus  attention  on  the  inequity  of  prescription  drug  pric- 
ing and  merits  review.  However,  a  prescription  drug  discount  approach  raises  the 
following  types  of  questions: 

•  Will  manufacturer  discounts  be  passed  on  to  Medicare  beneficiaries? 

•  Will  manufacturers  engage  in  cost-shifling? 

•  Will  a  lower  return  on  pharmaceuticals  taken  by  beneficiaries  discourage  manu- 

facturers from  further  research  and  development  of  drugs  mainly  used  by  older 
Americans? 

OPTIONS  FOR  MEDICARE  REFORM 

The  above  policy  approaches  for  dealing  with  the  high  cost  of  prescription  drugs 
illustrate  one  challenge  we  face  in  modernizing  Medicare.  The  President's  Medicare 
reform  proposal,  the  plan  introduced  in  the  Senate  by  Senators  Breaux  and  Frist, 
and  proposals  that  will  likely  emerge  from  the  House,  provide  opportunities  for  fur- 
thering debate  about  Medicare's  future.  We  urge  the  Congress  to  carefully  examine 
the  different  reform  options  and  begin  to  answer  some  of  the  most  critical  issues 
surrounding  broad  changes  to  Medicare,  including: 

•  How,  and  to  what  extent,  would  Medicare's  long-term  solvency  be  improved? 

•  Would  fee-for-service  Medicare  remain  an  affordable  option  for  beneficiaries  of  all 

incomes? 

•  Would  all  beneficiaries — regardless  of  the  area  of  the  country  in  which  they  live — 

have  access  to  the  same  set  of  defined  Medicare  benefits? 

•  Would  a  prescription  drug  benefit  be  affordable  and  available  to  all  beneficiaries? 

•  Would  the  level  of  the  government's  contribution  continue  to  assure  adequate 

choice  for  beneficiaries  over  time,  without  regard  to  where  they  live? 

•  How  would  beneficiaries  be  protected  from  high  out-of-pocket  costs? 

•  Would  the  entity  responsible  for  administering  Medicare  be  accountable  to  Con- 

gress and  to  beneficiaries? 

•  How  would  Medicare  reforms  be  financed? 

KEY  PRINCIPLES  THAT  SHOULD  GUIDE  BROADER  MEDICARE  REFORM 

As  this  Committee  also  examines  the  broader  issue  of  reforming  Medicare,  AARP 
urges  you  to  consider  the  fundamental  principles  that,  since  Medicare's  inception, 
have  helped  to  shape  it  into  such  a  successful  program.  We  believe  strongly  that 
these  principles  must  be  the  basis  of  any  viable  reform  option. 

Defined  Benefits  Including  Prescription  Drugs 

All  Medicare  beneficiaries  are  now  guaranteed  a  defined  set  of  health  care  bene- 
fits upon  which  they  depend.  A  specified  benefit  package  that  is  set  in  statute  is 
important  for  a  number  of  reasons.  First,  it  assures  that  Medicare  remains  a  de- 
pendable source  of  health  coverage  over  time.  Second,  a  defined  benefit  package 
serves  as  an  important  benchmark  upon  which  the  adequacy  of  the  government's 
contribution  toward  the  cost  of  care  can  be  measured.  Without  this  kind  of  bench- 
mark, the  government's  contribution  could  diminish  over  time,  thereby  eroding 
Medicare's  protection.  Third,  a  benefit  package  set  in  statute  reduces  the  potential 
for  adverse  selection  by  providing  an  appropriate  basis  for  competition  among  the 
health  plans  participating  in  Medicare.  And  finally,  a  defined  benefit  package  pro- 
vides an  element  of  certainty  around  which  individuals,  employers,  and  state  Med- 
icaid programs  may  plan. 

As  was  laid  out  earlier  in  this  statement,  because  prescription  drugs  are  central 
to  the  delivery  of  high  quality  health  care.  Medicare  should  be  like  most  other 
health  insurance  plans  and  include  prescription  drugs  as  part  of  Medicare's  defined 
benefit  package  offered  by  all  participating  plans — including  traditional  fee-for-serv- 
ice. 
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Adequate  Government  Contribution  Toward  the  Cost  of  the  Benefit  Package 

It  is  essential  that  the  government's  contribution  or  payment  for  the  Medicare 
benefit  package  keep  pace  over  time  with  the  cost  of  the  benefits.  Currently,  pay- 
ment for  traditional  Medicare  is  roughly  tied  to  the  cost  of  the  benefit  package.  If 
the  government's  contribution  were  tied  to  an  artificial  budget  target  and  not  con- 
nected to  the  actual  cost  of  the  benefit  package,  there  would  be  a  serious  risk  of 
both  the  benefits  and  government  payment  diminishing  over  time.  The  effect  of  a 
flat  government  payment — regardless  of  the  plan  cost — could  be  sharp  year-to-year 
premium  and  cost-sharing  increases  for  beneficiaries.  It  could  also  mean  significant 
differences  in  what  beneficiaries  would  have  to  pay  for  different  Medicare  plans. 

Out-of-Pocket  Protection 

Changes  in  Medicare  financing  and  benefits  should  protect  all  beneficiaries  from 
burdensome  out-of-pocket  costs.  Medicare  beneficiaries  age  65  and  over,  spent  on  av- 
erage, about  $2,430 — nearly  20  percent  of  their  income — out-of-pocket  for  health 
care  expenses  in  1999,  excluding  the  costs  of  home  care  and  long-term  nursing  care. 
In  addition  to  items  and  services  not  covered  by  Medicare,  beneficiaries  have  signifi- 
cant Medicare  cost-sharing  obligations:  a  $100  annual  Part  B  deductible,  a  $776 
Part  A  hospital  deductible,  20  percent  coinsurance  for  most  Part  B  services,  a  sub- 
stantially higher  coinsurance  for  hospital  outpatient  services  and  mental  health 
care,  and  significant  coinsurance  for  skilled  nursing  facility  care  and  very  long  hos- 
pital stays. 

AARP  believes  that  Medicare  beneficiaries  should  continue  to  pay  their  fair  share 
of  the  cost  of  Medicare.  However,  if  cost-sharing  were  too  high  or  varied  across 
plans,  Medicare's  protection  would  not  be  affordable,  and  many  beneficiaries  would 
be  left  with  coverage  options  they  might  consider  inadequate  or  unsatisfactory. 

Viable  Fee-for-Scrvice 

Medicare  beneficiaries  must  continue  to  have  access  to  a  strong  and  viable  fee- 
for-service  option.  Managed  care  is  not  yet  established  as  a  fully  satisfactory  choice 
for  many  beneficiaries.  In  addition,  many  beneficiaries  live  in  areas  of  the  country 
where  managed  care  plans  are  not  available  or  likely  to  become  available.  Without 
an  affordable  fee-for-service  option,  these  beneficiaries  could  end  up  paying  as  much 
or  more  out-of-pocket  for  health  care  coverage  that  does  not  meet  their  needs. 

Protecting  the  Availability  and  Affordability  of  Medicare  Coverage 

Medicare  should  continue  to  be  available  to  all  older  and  disabled  Americans  re- 
gardless of  their  health  status  or  income.  Our  nation's  commitment  to  a  system  in 
which  Americans  contribute  to  the  program  through  payroll  taxes  during  their 
working  years  and  then  are  entitled  to  receive  the  benefits  they  have  earned  is  the 
linchpin  of  public  support  for  Medicare.  Denying  Medicare  coverage  to  individuals 
based  on  income  threatens  this  principle.  Similarly,  raising  the  age  of  Medicare  eli- 
gibility would  have  the  likely  affect  of  leaving  more  Americans  uninsured.  Thus,  in 
the  absence  of  changes  that  would  protect  access  to  affordable  coverage,  AARP  op- 
poses efforts  to  raise  the  eligibility  age  for  Medicare.  Analogies  to  Social  Security's 
increasing  age  of  eligibility  simply  do  not  apply.  Social  Security's  early  retirement 
benefits — though  actuarially  reduced — start  at  age  62,  and  most  retirees  today  begin 
to  collect  benefits  at  age  62  not  at  age  65. 

Quality  of  Care 

Medicare  beneficiaries  have  come  to  depend  upon  quality  care  in  Medicare.  Qual- 
ity standards  have  been  a  hallmark  of  the  program  and  have  often  served  as  a 
model  for  the  private  sector.  Systematic  data  collection  and  analysis,  careful  quality 
monitoring,  as  well  as  new  techniques  for  promoting  quality  outcomes,  must  remain 
a  part  of  any  reformed  Medicare  system. 

Administration  of  Medicare 

Effective  administration  of  the  program  remains  essential.  The  agency  or  organi- 
zation that  oversees  Medicare  must  be  accountable  to  Congress  and  beneficiaries  for 
assuring  access,  affordability,  adequacy  of  coverage,  quality  of  care,  and  choice.  It 
must  have  the  tools  and  the  flexibility  it  needs  to  improve  the  program — such  as 
the  ability  to  try  new  options  like  competitive  bidding  or  expanding  centers  of  excel- 
lence. It  must  ensure  that  a  level  playing  field  exists  across  all  options;  modernize 
original  Medicare  fee-for-service  so  that  it  remains  a  viable  option  for  beneficiaries; 
ensure  that  all  health  plans  meet  rigorous  standards;  and  continue  to  reduce  waste, 
fraud  and  abuse  in  the  program. 
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Financing 

Medicare  must  have  a  stable  source  of  financing  that  keeps  pace  with  enrollment 
and  the  costs  of  the  program.  Ultimately,  financing  sources  will  need  to  be  both 
broadly  based  and  progressive.  Additionally,  because  health  care  costs  are  rising 
faster  than  productivity,  AARP  supports  using  an  appropriate  portion  of  the  on- 
budget  surplus  to  secure  Medicare's  financial  health 

CONCLUSION 

The  Medicare  program  needs  to  be  ready  to  meet  the  unique  challenges  it  faces 
now  and  in  the  future.  Foremost  among  the  challenges  is  ensuring  that,  even  as  the 
program  adjusts  to  ensure  its  future  financial  soundness,  it  must  also  adjust  to  keep 
pace  with  the  rapid  advances  in  medicine.  Therefore,  AARP  believes  that  an  afford- 
able Medicare  prescription  drug  benefit  that  is  part  of  Medicare's  defined  benefit 
package  and  available  to  all  Medicare  beneficiaries  is  essential  to  any  Medicare  re- 
forms. 

How  to  provide  Medicare  beneficiaries  with  affordable  prescription  drugs  is  a  huge 
challenge.  AARP  urges  all  stakeholders — government,  industry,  and  consumers — to 
engage  in  a  serious  debate  on  the  merits  of  the  full  range  of  approaches.  The  success 
of  any  drug  benefit  proposal  as  well  as  broader  changes  to  Medicare  depend  on  a 
clear  understanding — on  the  part  of  the  public  and  policy  makers  alike — of  the 
changes  that  are  being  contemplated.  This  will  require  not  only  extensive  dialogue, 
but  also  a  thorough  distributional  analysis  of  how  the  proposed  changes  would  affect 
the  full  range  of  current  and  future  beneficiaries. 

If  legislation  is  pushed  through  too  quickly,  before  there  has  been  a  thorough  exam- 
ination of  the  effect  on  beneficiaries  and  the  program,  and  before  there  is  an  emerg- 
ing "public  judgment"  about  the  changes,  this  would  be  a  very  serious  mistake.  In 
such  a  circumstance,  we  would  be  compelled  to  alert  our  members  to  the  dangers  in 
such  legislation  and  why  we  could  not  support  it. 

We  thank  you  for  your  efforts  to  examine  proposals  to  establish  a  prescription 
drug  benefit  for  Medicare  beneficiaries.  AARP  looks  forward  to  continuing  to  work 
with  members  of  this  Subcommittee  and  the  Congress  to  advance  the  debate  over 
prescription  drug  coverage,  and  to  carefully  explore  the  best  options  for  securing 
Medicare's  future. 

Mr.  BiLlRAKlS.  Thank  you,  Dr.  Braun.  Thank  you  both  for  your 
testimony.  Of  course,  Dr.  Braun,  it  is  always  a  pleasure  to  welcome 
a  fellow  Floridian  before  the  subcommittee. 

As  a  Representative  of  one  of  the  oldest  districts  in  the  country 
and  a  senior  myself,  I  am  particularly  sensitive  about  the  struggle 
many  Medicare  beneficiaries  face  in  obtaining  the  medicines  they 
need.  I  have  said  repeatedly  that  our  most  vulnerable  seniors  de- 
serve help  right  now.  Dr.  Braun,  your  written  statement  included 
a  caution  that  I  would  summarize  as  haste  sometimes  makes 
waste,  and  I  certainly  agree  with  you. 

Over  the  past  couple  years,  members  of  the  Medicare  Commis- 
sion, administration  officials,  experts  in  the  private  sector,  and 
many  Members  of  Congress  have  given  considerable  thought  to 
these  issues,  but  I  believe  that  we  must  act.  I  still  feel  that  we 
must  act  this  year  to  ensure  that  no  senior  citizen  is  forced  to 
choose  between  buying  groceries  and  filling  a  prescription.  And,  Dr. 
Braun,  you  clearly  said  it  is  a  huge  challenge. 

My  fundamental  question  to  both  of  you  is,  yes,  we  need  to  re- 
form Medicare,  and  yes,  we  need  to  do  it  as  quickly  as  we  can,  but 
we  want  to  get  it  right.  I  ask  you,  if  Congress  and  the  President 
do  not  reach  an  agreement  on  broader  reform  to  protect  and  im- 
prove Medicare  this  year,  which  almost  certainly  would  include 
prescription  drugs,  the  question  is,  don't  we  have  a  moral  obliga- 
tion to  help  the  poorest  and  the  sickest  beneficiaries  now,  rather 
than  just  wait  until  we  can  finally  get  around  to  reform?  And  I 
would  ask  Mrs.  Lewis  if  you  have  an  opinion  

Mrs.  Lewis.  I  would  totally  agree  with  that. 
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Mr.  BiLiRAKlS.  Do  you  have  any  explanation  that  you  would  like 
to  offer  in  that  regard? 
Mrs.  Lewis.  No,  I  really  don't. 
Mr.  BILIRAKIS.  Dr.  Braun? 

Ms.  Braun.  Yes,  I  certainly  think  we  need  to  help  our  low-in- 
come beneficiaries  a  great  deal,  but  you  and  I  both  realize  that 
middle  income  beneficiaries  actually  are  having  a  great  deal  of 
trouble  also,  particularly  if  they  have  high  drug  costs.  The  median 
household  income,  not  individual  income  but  household  income  of 
those  over  65  is  $20,000  a  year,  which  I  think  all  of  us  would  have 
difficulty  getting  along  on.  And  if  they  have  high  drug  costs,  even 
though  they  are  middle  income,  they  really  have  a  big  problem. 

I  would  hope  that  we  might  be  able  to  pass  something  that  would 
be  available  for  all  beneficiaries,  that  could  be  affordable,  and  also 
that  could  be  voluntary  so  it  doesn't  take  away  from  anything  that 
people  have,  like  Mrs.  Lewis  is  very,  very  fortunate  with  the  cov- 
erage that  she  has.  And  I  certainly  realize  that  we  need  to  work 
cost  containment  into  the  situation,  and  we  also  need  to  work  qual- 
ity into  the  situation.  There  are  just  a  lot  of  principles  that  we  are 
going  to  need  to  follow.  And  I  don't  think,  while  a  low  income  ben- 
efit, not  in  Medicare  because  Medicare  really  should  be  the  same 
for  all  its  beneficiaries,  but  even  outside  of  Medicare,  our  ideal,  it 
could  be  done  certainly,  as  I  know  the  chairman  has  proposed. 

Mr.  BiLlRAKlS.  What  we  have  proposed,  of  course,  is  not  just  the 
poorest,  the  low  income  beneficiaries  outside  of  the  scope  of  Medi- 
care  

Ms.  Braun.  Right,  right. 

Mr.  BiLlRAKis.  [continuing]  people  who  are  Medicare  bene- 
ficiaries, but  we  have  also  proposed  something  to  help  the  sickest 
because  of  the  stop-loss  provision.  Dr.  Braun,  in  an  ideal  world,  if 
you  could  satisfy  the  quality  situations  and  address  the  areas  that 
Dr.  Coburn  and  so  many  others  have  mentioned,  and  you  had  no 
problems  with  the  finances — and  Medicare  program  certainly  has 
a  lot  of  problems,  financially  and  otherwise — you  could  do  some- 
thing equally  for  all  beneficiaries,  including  Ross  Perot  and  so 
many  others  in  that  category.  I  certainly  don't  put  you  in  that  cat- 
egory-— 

Ms.  Braun.  No.  I  wish. 

Mr.  BiLlRAKis.  [continuing]  but  you  are  not  in  the  lov/est  eco- 
nomiic  strata. 
Ms.  Braun.  No,  I  am  not  in  the  lowest. 

Mr.  Bilirakis.  Don't  we  have  a  moral  obligation,  if  we  have  a 
shortage  of  resources,  to  help  at  least  the  sickest  people  and  the 
poorest  people  now,  and  then  hope  that  eventually  we  might  get  to 
the  point  where  we  are  able  to  reach  the  goal  that  the  AARP  and 
Mr.  Waxman  and  others  have  mentioned  of  doing  everything  equal- 
ly across  the  board  for  all  Medicare  beneficiaries? 

Ms.  Braun.  I  really  think  the  need  is  there  for  all  Medicare 
beneficiaries.  That  is  the  problem. 

Mr.  B1LIR.AKIS.  For  all,  equally?  An  equal  need? 

Ms.  Brau^'.  No.  Low  income  would  certainly  need  subsidies,  and 
they  do  have  a  tremendous  need,  and  I  can  understand  the  chair- 
man's thoughts  on  that  subject,  but  I  really  do  think  there  is  a 
need  across  the  board  for  all  beneficiaries.  And  I  think  w^ith  the 
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chairman's  thoughts,  doing  it  outside  certainly  is  better  than  tr5dng 
to  do  something  in  Medicare  which  would  only  be  available  for  cer- 
tain people.  But  I  think  we  have  a  lot  of  concerns  about  what 
would  the  States  do  with  this,  how  many  would  step  up  to  the 
plate,  and — — 

Mr.  BILIRAKIS.  Well,  we  don't  know,  but  they  seem  to  be  moving 
toward  that.  I  understand  that  the  National  Conference  of  State 
Legislatures  has  put  that  at  the  top  of  their  agenda. 

Well,  my  time  has  long  expired.  Mr.  Waxman? 

Mr.  Waxman.  Thank  you,  Mr.  Chairman.  I  am  pleased  to  hear 
from  the  two  witnesses  today. 

Dr.  Braun,  as  I  understand  your  testimony,  you  don't  disagree 
with  Mrs.  Lewis.  If  she  has  good  coverage,  you  want  her  to  stay 
with  her  coverage. 

Ms.  Braun.  Absolutely. 

Mr.  Waxman.  She  shouldn't  have  to  be  pushed  into  something 
else  if  she  doesn't  want  to. 

Ms.  Braun.  Absolutely.  I  think  that  is  wonderful.  As  I  say,  in  the 
county  above  me  all  the  managed  care  has  pulled  out.  There  isn't 
any.  In  my  county  one  has  pulled  out.  Another  one  which  had  most 
of  the  managed  care  people  went  from  zero  to  $93  a  month  for  their 
premium.  So  there  are  real,  real  problems,  and  I  think  our  rural 
areas  will  never  really  have  managed  care,  so  we  do  need  to  think 
in  some  other  kinds  of  terms.  Let  the  people  who  have  coverage 
keep  it,  but  the  people  that  don't  have  it,  we  have  got  to  think 
about. 

Mr.  Waxman.  Well,  not  all  managed  care  plans  have  coverage. 
Ms.  Braun.  They  are  cutting  down  on  it. 

Mr.  Waxman.  But  a  lot  of  people  don't  want  to  be  in  managed 
care,  and  if  they  stay  in  Medicare  fee-for- service,  which  most  sen- 
iors do,  they  ought  to  be  able  to  have  some  help  with  the  costs  of 
their  prescription  drugs. 

Now,  a  lot  of  people  are  saying  that  we  ought  to  only  help  people 
150  percent  of  poverty  and  below.  I  guess  they  are  compassionate 
conservatives  because  they  care  about  low  income  people. 

Ms.  Braun.  That  is  good  to  hear. 

Mr.  Waxman.  It  is  good  to  hear,  sort  of  surprising  in  some  cases, 
but  it  is  good  to  hear.  But  what  is  wrong  with  that?  Do  we  have 
a  problem  for  people  above  150  percent  of  poverty?  After  all,  just 
by  the  way,  150  percent  of  poverty  for  a  married  couple  is  $17,100. 

Ms.  Braun.  That  is  right. 

Mr.  Waxman.  For  singles  it  is  $12,750.  That  sounds  pretty  low, 
and  I  know  there  are  people  above  that  that  are  having  problems 
with  prescription  drugs. 

Ms.  Braun.  That  is  very  true.  That  is  very  true.  There  are  a  lot 
of  people  having  problems  with  prescription  drugs,  particularly  if 
they  have  rather  high  costs,  and  that  risk  needs  to  be  spread.  How- 
ever the  program  is  set  up,  we  need  to  pull  in,  make  it  possible  for 
people  to  come  into  the  program  so  that  it  is  worthwhile  for  the 
people  who  don't  have  problems  as  well  as  for  the  others. 

Mr.  Waxman.  If  it  is  going  to  be  voluntary,  it  has  got  to  be  a  pro- 
gram that  is  affordable  

Ms.  Braun.  Right. 


37 


Mr.  Waxman.  [continuing]  and  to  be  affordable,  you  have  got  to 
bring  in  lots  of  people  to  participate. 
Ms.  Braun.  That  is  right. 

Mr.  Waxman.  Could  anybody  imagine  what  the  reaction  would  be 
among  your  membership  in  AARP  if  we  said  Medicare  was  only 
going  to  be  for  people  150  percent  of  poverty  and  below? 

Ms.  Braun.  No.  I  would  hope  that  that  day  will  never  come. 
Medicare  is  not  a  means-tested  program.  It  is  an  insurance  pro- 
gram that  people  have  paid  into,  even  Ross  Perot. 

Mr.  Waxman.  Even  Ross  Perot  has  paid  in,  and  everybody  pays 
into  Medicare,  and  then  when  they  are  eligible,  they  are  entitled 
to  it. 

Ms.  Braun.  That  is  right. 

Mr.  Waxman.  And  if  they  are  entitled  to  have  insurance,  insur- 
ance ought  to  cover  prescription  drugs. 

Ms.  Braun.  That  is  right.  I  would  agree  absolutely.  In  toda/s 
medicine  it  doesn't  make  any  sense  not  to  have  prescription  drug 
coverage. 

Mr.  Waxman.  What  do  you  think  of  the  argument  that  we 
shouldn't  provide  prescription  drugs  until  we  have  reformed  Medi- 
care? I  suppose  people  could  then  say  that  if  you  haven't  reformed 
Medicare,  you  shouldn't  do  that  unless  you  reform  the  whole  health 
care  system.  Are  we  just  hearing  arguments  that  will  keep  us  from 
doing  anjrthing? 

Ms.  Braun.  That  might  be  true.  I  do  think  it  would  be  ideal,  if 
we  could  do  it,  to  do  it  within  the  context  of  all  of  Medicare,  but 
I  think  it  may  be  a  situation  that  we  really  need  to  move  on  and 
we  won't  be  able.  It  will  take  us  a  while  to  move  on  total  Medicare 
reform.  I  think  particularly  it  would  fit  better  into  the  whole  pro- 
gram because  the  financing  then  could  be  considered  for  the  whole 
program  rather  than  just  for  a  small  program. 

Mr.  Waxman.  I  have  the  impression  that  some  of  the  people  that 
are  compassionate  conservatives  because  they  want  to  cover  low  in- 
come people,  have  more  compassion  about  the  pharmaceutical  com- 
panies, making  sure  they  can  charge  whatever  they  want  for  pre- 
scription drugs.  If  only  low  income  people  were  covered,  and  of 
course  we  have  the  very  low  income  now  under  Medicaid  eligible 
for  prescription  drug  coverage,  what  will  it  mean  for  drug  compa- 
nies? Won't  they  just  continue  to  be  able  to  discriminate  against 
the  elderly  and  charge  them  higher  prices? 

Ms.  Braun.  It  would  sound  so,  but  certainly  no  matter  what  kind 
of  system  is  set  up,  it  needs  to  have  cost  containment  and  there 
need  to  be — some  of  the  cost  containment  things  that  are  now  in 
the  private  sector  need  to  be  introduced  in  order  to  have  cost  con- 
tainment across  the  board.  I  think  that  is  very  necessary. 

Mr.  Waxman.  What  about  this  argumient  that  Medicare  drug 
benefits  are  going  to  destroy  research  and  development  for  new 
drugs,  and  therefore  if  we  want  new  drugs,  we  shouldn't  provide 
elderly  people  with  Medicare  coverage  for  their  prescription  drug 
costs? 

Ms.  Braun.  We  really  haven't  seen  any  evidence  of  that  hap- 
pening in  legislation  that  has  come  about  in  the  past,  and  I  cer- 
tainly think  we  need  to  be  sure  that  the  research  is  still  in  place, 
that  they  continue.  However,  research  is  the  lifeline  of  the  pharma- 
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ceutical  companies.  It  would  be  hard  to  think  that  they  wouldn't 
try  to  find  new  drugs  because  that  is  where  the  profit  is. 

Mr.  Waxman.  a  lot  of  my  Republican  colleagues  pointed  out,  and 
I  think  they  are  absolutely  right,  a  lot  of  that  money  that  the  drug 
companies  get  goes  into  marketing.  They  are  doing  direct  adver- 
tising on  television,  and  they  have  other  direct  marketing  costs. 
Some  of  those  marketing  costs  in  some  companies  rival  what  they 
are  spending  on  research  and  development.  If  they  had  to  cut  back, 
maybe  they  will  cut  back  on  some  of  the  marketing  and  continue 
the  life  flow  of  new  drugs  that  the  research  and  development  would 
bring. 

Ms.  Braun.  Could  be. 

Mr.  Waxman.  Thank  you,  Mr.  Chairman. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 

Mr.  Greenwood? 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Let  me  first  say  to  Mrs.  Lewis  that  I  am  delighted  that  you  can 
walk  at  a  brisk  pace  for  45  minutes.  That  is  more  than  most  Mem- 
bers of  Congress  can  do.  But  it  shows  us  the  increased  vigor  that 
today's  elderly  have.  My  parents  are  78  years  old,  and  recently  my 
mother  and  father  and  I  jumped  out  of  an  airplane  together,  went 
skydiving. 

Mrs.  Lewis.  The  word  is  determination. 

Mr.  Greenwood.  We  come  from  a  crazy  family. 

I  would  like  to  address  a  question  to  Dr.  Braun.  In  your  testi- 
mony, I  think  that  the  following  is  a  direct  quote.  You  say,  "If  legis- 
lation is  pushed  through  too  quickly,  before  there  has  been  a  thor- 
ough examination  of  the  effect  on  beneficiaries  and  the  program, 
and  before  there  is  an  emerging  public  judgment  about  the 
changes,  this  would  be  a  very  serious  mistake.  In  such  a  cir- 
cumstance, we  would  be  compelled  to  alert  our  members  to  the 
dangers  in  such  legislation  and  why  we  could  not  support  it." 

And  I  commend  you  for  recommending  to  the  Congress  that  we 
take  a  very  deliberative  approach  to  this  very,  very  critical  issue. 
In  fact,  I  think  in  response  to  a  question  you  said  that  we  need  sev- 
eral more  hearings,  many  more  hearings  to  work  this  out,  and  that 
may  be  the  case. 

That  being  so,  there  is  an  effort  afoot  in  the  House  to  discharge 
from  committee  consideration  the  Allen- Waxman  bill,  which  would 
essentially  say  to  this  subcommittee  and  to  the  full  Commerce 
Committee  and  to  our  counterparts  on  the  Ways  and  Means  Health 
Subcommittee  and  their  full  committee,  "Stop  thinking  about  it, 
stop  deliberating,  stop  bringing  witnesses  from  the  AARP  or  any- 
one else  forward  to  really  hone  your  judgment  on  this."  Just  yank 
the  bill  out  of  committee  without  consideration,  wipe  your  hands  of 
it,  and  throw  it  out  on  the  floor  for  what  I  think  would  be  a  very 
politicized  vote  and  not  worthy  of  the  greatest  deliberative  body  on 
earth. 

Having  said  all  that,  would  you  then  agree  that  that  would  be 
a  precipitous  thing  to  do,  and  meet  your  test  of  pushing  something 
through  too  quickly? 

Ms.  Braun.  Well,  I  am  not  all  that  savvy  on  the  politics  end  of 
the  situation,  but  I  think  we  certainly  stand  with  our  judgment 
that  there  does  need  to  be  a  full  debate,  and  that  no  debate  on  any- 
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thing  that  is  being  suggested  should  be  hindered.  And  we  do  need 
a  chance  to  analyze  bills  and  really  see  what  their  impact  is  going 
to  be  on  beneficiaries,  and  that  is  really  all  I  can  say  about  that. 

Mr.  Greenwood.  Okay.  Let  me  ask  you  another  question,  if  I 
could,  Dr.  Braun.  AARP's  second  largest  source  of  revenue,  next  to 
membership  dues,  is  the  sale  of  Medigap  insurance.  As  you  know, 
in  1990  Congress  required  that  seniors  would  have  to  buy  down 
their  deductibles  and  purchase  questionable  items  such  as  foreign 
travel  insurance  before  they  are  allowed  to  buy  prescription  drug 
coverage.  Moreover,  the  drug  coverage  that  is  offered  has  50  per- 
cent co-insurance  and  low  benefit  caps. 

Do  you  think  Congress  ought  to  consider  changing  the  Medigap 
law  and  allowing  AARP  and  others  to  sell  a  product  that  has  a  bet- 
ter value  for  seniors?  We  believe  right  now  that  Medigap  is  a  good 
buy  for  seniors. 

Ms.  Braun.  I  think  that  whole  situation  needs  to  be  looked  into, 
Congressman,  because  I  think  it  is  questionable.  Those  Medigap, 
first  of  all,  not  everybody  can  get  them  because  they  are  all  medi- 
cally underwritten,  so  once  you  get  something  wrong  with  you  and 
need  the  medicine,  you  can't  get  them.  But  even  when  you  have 
them,  they  are  expensive.  They  are  all  capped,  they  have  50  per- 
cent co-payments,  and  the  premiums  are  very  expensive.  So  they 
really  perhaps  are  not  that  good  a  buy,  although  some  seniors  want 
to  feel  that  kind  of  security,  and  so  they  hold  onto  them  if  they  can 
afford  them. 

Mr.  Greenwood.  Wouldn't  you  say  that  that  speaks  to  the  need 
to  take  a  relatively  comprehensive  look  at  the  structure  of  Medi- 
care, including  Medigap,  before  we  just  sort  of  glom  onto  a  Medi- 
care prescription  drug  benefit  without  looking  at  the  foundation  of 
Medicare  that  would  sit  below  it? 

Ms.  Braun.  I  think  that  is  one  of  the  problems  of  doing  it  sepa- 
rately. It  would  be  much  easier  to  look  at  the  whole  situation,  and 
certainly  nobody  would  welcome  any  more  than  we  do  if  Congress 
would  find  a  way  that  we  didn't  need  Medigap  insurance,  that 
there  wouldn't  be  all  that  much  gap,  so  that  people  would  not  need 
that  extra  insurance.  It  does  seem  kind  of  strange  that  seniors 
have  to  have  one  insurance  program,  and  then  they  have  to  have 
another  insurance  over  that  to  fill  in  gaps.  It  doesn't  make  too 
much  sense. 

Mr.  Greenwood.  Thank  you  very  much. 

Ms.  Braun.  So  it  would  work  out  better  to  do  it  with  the  whole 
program,  but  on  the  other  hand,  perhaps  it  will  be  possible  to  do 
it  without  doing  the  whole  program. 

Mr.  Greenwood.  It  will  be  possible,  but  maybe  not  advisable. 
Thank  you  very  much  for  your  answer  to  my  question. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 

Mr.  Pallone,  to  inquire? 

Mr.  Pallone.  Thank  you,  Mr.  Chairman. 

I  wanted  to  ask  Dr.  Braun  a  couple  of  questions.  I  guess  my  big- 
gest concern  here,  and  I  expressed  it  in  my  opening  statement,  is 
that  we  will,  or  at  least  on  the  Republican  side  that  they  will  con- 
tinue to  look  to  target  lower  income  people  and  not  have  a  broad- 
based  benefit  under  Medicare.  And  you  certainly.  Dr.  Braun,  ex- 
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pressed  some  of  the  concerns  about  that,  but  I  just  wanted  to  dwell 
if  I  could  on  two  aspects  of  that  that  bother  me. 

First  of  all,  we  know  that  when  we  are  dealing  with  any  kind  of 
insurance,  from  the  point  of  view  of  the  finances,  the  broader  the 
insurance  pool,  the  better  off  we  are.  And  you,  you  know,  obviously 
mentioned  that,  and  I  guess  there  are  two  parts  to  my  question. 
One  is  if  you  would  maybe  elaborate  on  that  a  little  more,  because 
I  think  it  is  very  important  that  this  be  a  very  broad  pool. 

The  other  thing,  though,  is  political,  and  I  know  you  said  you  are 
not  so  much  savvy  about  the  politics,  but  I  am  going  to  venture  to 
say  as  a  politician  that  my  concern  about  just  addressing  the  prob- 
lem of  the  lower  income  is  also  based  on  the  fact  that  then  what 
happens  is  you  don't  have  the  political  support,  if  you  will,  that  you 
have  for  a  broad-based  benefit  that  covers  everyone. 

In  other  words,  one  of  the  reasons  why  I  think  that  Medicare  is 
so  strong  and  that  any  effort  to  try  to  cut  back  or  do  anything  that 
might  damage  it,  we  have  such  a  huge  reaction  in  the  public,  is  be- 
cause everybody  gets  coverage.  All  seniors  get  coverage  under 
Medicare.  And  if  you  start  to  make  it,  any  aspect  of  it,  just  low  in- 
come based,  you  lose  the  political  support  for  Medicare  which  I 
think  is  very  important  if  we  are  going  to  continue  to  have  it.  And 
of  course  AARP  is  a  grand  example  of  that  because  a  lot  of  your 
members,  you  know,  they  can  be  poor  but  a  lot  of  them  are  even 
wealthy,  I  would  venture  to  say. 

So  I  just  wanted  you  to  comment  on  those  two  aspects,  one,  the 
need  for  a  broad  insurance  pool,  and  also  the  political  aspect,  that 
we  don't  want  to  undermine  the  support  of  the  public  for  a  program 
if  it  becomes  need-based,  if  you  would.  And  you  don't  have  to,  but 
I  am  just  asking  you  to. 

Ms.  Braun.  No,  I  think  as  far  as  the  insurance  is  concerned,  any 
kind  of  insurance  depends  on  having  a  very  broad  risk  pool,  so  you 
have  some  people  who  aren't  using  and  other  people  who  are.  We 
all  know  we  carry  fire  insurance  for  our  houses,  and  we  hope  the 
houses  don't  burn  down,  but  there  are  enough  people  carrying  it  so 
that  it  is  not  terribly  expensive  and  they  can  pay  for  it  when  it 
does  burn  down. 

And  we  need  the  same  sort  of  thing  with  the  insurance  for  pre- 
scription drugs.  I  think  it  is  very  important  that  whatever  is  done, 
we  don't  put  a  measure  in  Medicare  which  is  just  for  low  income. 
I  think  it  is  very,  very  important  to  keep  the  original  plan  of  Medi- 
care, which  was  that  it  would  be  a  defined  benefit  and  the  benefits 
would  be  available  for  everybody  who  is  eligible  for  Medicare.  That 
is  really,  really  important,  I  think. 

As  far  as  the  support,  political  support  for  the  situation,  that 
may  have  some  value,  as  you  are  saying.  However,  I  think  the  need 
is  so  strong  in  the  middle  income  group  that  if  we  simply  do  the 
low  income,  I  think  you  are  still,  Congress  is  still  going  to  feel  the 
pressure  that  people  need  coverage,  and  very  especially  when  they 
don't  have  any  other  place  to  get  it. 

Mr.  Pallone.  You  know,  you  also  talked,  there  was  a  recent 
AARP  study  on  seniors'  out-of-pocket  costs  for  drugs,  and  it  talked 
about  the  problem  of  access  to  affordable  drugs  cutting  across  all 
beneficiaries  and  not  just  the  low  income. 

Ms.  Braun.  Right. 
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Mr.  P.AJLLOXE.  Even  beneficiaries  with  current  drug  coverage  are 
not  insulated,  as  you  mentioned,  from  high  out-of-pocket  costs.  For 
example,  those  with  Medigap  or  Medicare+Choice  coverage  still 
may  pay  significantly  out  of  pocket.  Could  you  comment  on  that? 

Ms.  Braux.  Well,  there  are  other  out-of-pocket  costs  where  it  is 
not  just  prescription  drugs.  That  is  just  a  part  of  it.  I  think  that 
the  largest  part  actually  is  the  premiums,  but  there  are — anything 
that  is  not  covered  by  Medicare,  the  seniors  are  going  to  have  to 
get  separately,  and  glasses  and  hearing  aids,  all  of  those  things  are 
not  covered  and  they  can  be  ver>'  expensive,  so  ^ 

Mr.  Palloxe.  I  mean,  the  point  is,  we  are  getting  a  situation, 
like  with  Medicare+Choice.  where  not  only  are  premiums  being 
charged  where  they  weren't  before,  but  the  out-of-pocket  costs,  you 
know.  co-pa\mients  and  all  those  other  things  are  going  up. 

Ms.  Braux.  Yes.  They  are  capping  the  drug  costs  in  a  lot  of  cases 
where  they  didn't  cap  them  before  

Mr.  Palloxe.  I  think  that  is  why  

Ms.  BRALrN*.  [continuing]  and  the  50-50  costs  for  them  also  adds 
to  the  costs. 

Mr.  P.-\LLOXE.  Someone  told  me  that  there  is  almost  no  plan  any- 
more than  doesn't  provide  some  premium,  you  know,  that  the  op- 
tion of  not  having  premium  has  almost  ceased  to  exist. 

Ms.  Bral'X.  Yes.  almost,  that  is  ver>-  true. 

Mr.  P.-\LLOXE.  Thank  you.  '  -  -.. 

Thank  you.  Mr.  Chairman. 

Mr.  Bilirakis.  Thank  you.  I  thank  the  gentleman. 
Dr.  Coburn,  to  inquire? 
Mr.  COBL'RX.  Thank  you. 

Mrs.  Lewis,  thank  you  so  much  for  sharing  your  medical  history 
with  us.  I  think  it  is  very  important.  I  have  a  lot  of  patients  very 
similar  to  you.  and  they  are  really  a  joy  to  be  around. 

I  want  to  ask  you  a  question.  Your  osteoporosis  is  measured  by 
getting  a  bone  densitometrv*.  How  often  do  you  get  that  test? 

Mrs.  Lewis.  The  past  several  years  I  have  had  a  bone  density 
scan  once  a  year.  However.  I  had  a  fall  and  my  pelvic  bone  frac- 
tured not  too  long  ago.  and  at  that  time,  when  I  got  out  of  the  hos- 
pital and  recovered  up  to  a  certain  point,  we  then  had  another  one, 
but  that  was  a  separate  item. 

Mr.  COBL'RX.  But  since  you  have  been  on  your  new  medicine, 
your  bone  density  has  not  decreased,  it  has  actually  increased. 

Mrs.  Lewis.  It 'has.  minimally  

Mr.  COBL'RX.  Minimally. 

Mrs.  Lewis,  [continuing]  but  it  has  increased  instead  of  de- 
creased. 

Mr.  COBURX.  I  am  making  this  point,  is  she  has  been  on  an  effec- 
tive medicine  that  was  proven  once  that  it  was  working,  and  yet 
Medicare  paid  for  another  bone  densitometn,*  study  each  year. 
Why"?  Not  medically  indicated,  just  it  was  done,  and  it  was  done 
because  it  was  out  there.  Once  a  patient  starts  achieving  a  rever- 
sal, if  they  do.  and  not  all  do,  and  once  you  have  established  that 
fact  on  a  medicine,  you  don't  need  to  do  another  test. 

My  point  being,  is  we  need  to  look  at  all  of  ^ledicare  because  one 
of  the  most  abused  tests  out  there  today  is  a  bone  densitometry 
test,  and  it  is  being  done  in  doctor's  offices  across  the  board,  and 
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people  are  getting  charged  for  it,  Medicare  is  paying  for  it,  and  we 
are  taking  money  out  of  the  Trust  Fund  to  pay  for  it,  and  yet  it 
is  not  necessarily  indicated.  And  so  the  point  is,  is  there  is  money 
going  out  of  Medicare  for  something  that  is  not  necessary,  where 
that  money  could  be  directed  toward  drugs. 

I  would  also  raise  another  point,  and  that  is,  Mr.  Pallone  has 
sponsored  a  bill  that  focuses  on  subsidizing  low  income  and  uses 
private  coverages,  the  SPICE  bill.  So,  you  know,  I  think  it  is  impor- 
tant that  we  keep  things  above  board. 

I  also  wanted  to  make  one  other  point,  and  I  wanted  to  ask  Dr. 
Braun.  My  Medicare,  I  mean  my  AARP  number  is  DOLCA027,  and 
I  happen  to  be  a  member  of  AARP,  and  the  question  I  would  have 
for  you,  whatever  we  do  on  drugs,  who  should  pay  for  it? 

Ms.  Braun.  I  think  that  has  to  be  

Mr.  COBURN.  What  is  AARP's  position  on  who  should  pay  for 
that? 

Ms.  Braun.  I  think  it  has  to  be  shared,  and  certainly  the  bene- 
ficiaries need  to  share  in  that.  I  think  everybody  needs  to  get  to- 
gether, the  providers,  the  drug  manufacturing  companies,  every- 
body needs  to  get  together,  the  government,  to  figure  out  how  we 
can  do  this  in  a  fair  kind  of  way  that  will  make  it  affordable  to  all 
beneficiaries. 

Mr.  COBURN.  Do  you  think  your  grandchildren  and  mine  should 
pay  for  our  drugs  tomorrow? 

Ms.  Braun.  The  ones  who  are  working  now?  I  hope  that  

Mr.  Coburn.  Yes,  that  they  should  pay  for  our  drugs  tomorrow. 

Ms.  Braun.  I  hope  that  they  are  paying  for  what  they  will  get 
eventually.  It  is  being  used  certainly  at  the  present  time,  but  I 
really  see  that  as  an  insurance,  and  insurance  that  they  are  prom- 
ised health  benefits  when  the  time  comes  that  they  will  retire. 
Now,  goodness  knows  by  that  time  how  much  it  is  going  to  cost. 

Mr.  Coburn.  Well,  let  me  interrupt  you,  because  the  demo- 
graphics don't  s^upport  that  at  all.  The  demographics  do  not  support 
that  even  with  the  benefits  that  we  have  today,  that  our  children 
can  continue  to  pay  the  rate  at  what  they  are  paying  and  come 
an3rwhere  close  to  supporting  the  baby  boom  generation,  of  which 
I  happen  to  be  part  of  And  so  what  I  would  like  to  know  is,  what 
is  AARP's  position  on  who  should  pay  the  additional  cost?  There  is 
going  to  be  an  additional  cost.  Everybody  agrees  to  that.  Who 
should  pay?  Should  our  children  and  grandchildren  pay  for  it? 
Where  is  the  money  to  come  from? 

Ms.  Braun.  I  think,  as  I  say,  I  think  the  present  day  bene- 
ficiaries certainly  need  to  do  their  fair  share  with  the  situation 
where  they  can  afford  to.  The  low  income  people  can't.  I  certainly 
think  that  the  government,  we  have  an  on-budget  surplus  fortu- 
nately now  

Mr.  Coburn.  No,  we  don't.  Now,  I  made  that  point  in  my  opening 
statement.  There  is  no  on-budget  surplus.  Every  bit  of  the  money 
in  the  surplus  for  last  year,  this  year  and  next  year  comes  from  ex- 
cess Medicare  payments,  every  penny.  In  other  words,  maybe  we 
ought  to  think  about  spending  less  money  on  other  programs  so  we 
can  meet  the  obligations  of  our  seniors.  Is  that  a  possible  solution? 
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Ms.  Braun.  That  is  a  very  difficult  solution,  depending  on  what 
programs.  And  I  am  sure  no  matter  what  program  you  decide,  they 
are  going  to  say  you  can't. 

Mr.  COBURN.  How  about  the  110,000  IRS  employees? 

Ms.  Braun.  What? 

Mr.  COBURN.  How  about  the  110,000  IRS  employees?  How  about 
the  100,000  Department  of  Agriculture  employees?  Is  there  any 
room  for  us  to  gain  efficiency  in  the  Federal  Government  so  we  can 
move  resources  to  help  our  seniors  with  their  drugs? 

Ms.  Braun.  I  would  hope  maybe  there  is.  I  am  sure  I  have  no 
idea  whether  you  need  more  or  less  

Mr.  COBURN.  I  guess  one  of  the  things  I  would  like  to  see  is  the 
AARP  be  a  little  more  imaginative  on  where  the  money  ought  to 
come  from  to  help  our  seniors. 

I  see  I  am  out  of  time.  I  want  to  thank  you  for  your  testimony. 
I  did  not  mean  to  be  combative.  I  appreciate  what  you  all  do. 

Mr.  BILIRAKIS.  Thank  you.  Dr.  Coburn. 

Ms.  DeGette,  to  inquire?  We  will  go  down  the  line.  The  gen- 
tleman from  Michigan? 

Mr.  Stupak.  Thank  you,  Mr.  Chairman. 

There  has  been  a  lot  of  discussion  about  the  discharge  petition, 
and  I  don't  want  that  to  be  left  like  somehow  we  are  doing  this  evil 
process  to  get  this  bill  to  the  floor.  A  discharge  petition,  and  I 
haven't  been  here  as  long  as  a  lot  of  people,  maybe  8  years,  has 
never  been  successful  yet.  We  have  never  had  218  people  sign  it. 

Whenever  you  get  close  to  200,  the  majority  party,  in  this  case 
the  Republicans,  would  then  bring  some  type  of  watered-down  bill 
or  something  that  they  would  like,  and  that  would  be  the  answer 
to  stem  the  218  votes  from  a  discharge  petition  being  successful. 
So  in  order  to  have  a  fair  and  open,  honest  debate,  the  only  place 
we  are  going  to  get  a  chance  is  these  committees. 

And  so  this  discharge  petition,  after  2  years  a  lot  of  us  are  frus- 
trated. We  have  been  on  this  process  for  over  2  years,  trying  to  get 
this  legislation  or  this  issue  before  the  Congress.  So  while  maybe 
not  successful  in  coming  to  the  floor  the  way  we  would  like  to  see 
it,  with  a  full,  honest,  fair  debate,  at  least  through  the  discharge 
process  we  get  the  issue  out  front  and  you  can  see  we  even  have 
a  hearing. 

So  I  think  the  discharge  petition  and  those  people  who  had  the 
courage  to  sign  it  are  doing  the  right  thing  to  get  this  debate  mov- 
ing, because  I  really  can't  understand  why  the  drug  companies,  and 
it  is  not  the  pharmacists  but  the  drug  companies,  why  does  a  sen- 
ior who  has  no  drug  coverage  have  to  pay  twice  as  much  for  the 
same  prescription?  I  think  that  is  unconscionable,  I  think  it  is  a 
terrible  thing  we  do,  and  we  have  to  stop  this  pricing  discrimina- 
tion by  the  pharmaceutical  companies. 

Having  said  all  that,  having  said  all  that,  doctor,  I  would  like  to 
follow  up  a  question  that  Mr.  Pallone  was  asking  you  about  the  ac- 
cess and  out-of-pocket  expenses  and  things  like  that.  Older  seniors 
and  sicker  seniors  are  more  likely  to  have  higher  drug  costs.  In 
fact,  I  think  it  is  like  most  seniors  take  2.4  percent  more,  2.4  times 
more  drugs  than  people  under  65.  But  while  certain  seniors  are 
more  likely  to  have  high  drug  costs,  almost  any  senior  could  find 
themselves  with  enormous  drug  bills  after  an  unexpected  illness. 
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This  fact  points  to  the  need  for  a  Medicare  drug  benefit  that  is 
available  to  everyone,  not  just  certain  groups  of  senior  citizens. 

Dr.  Braun,  judging  by  what  you  have  told  us,  it  seems  that  the  j 
only  way  to  guarantee  security  for  those  in  need  is  to  provide  a  ^ 
benefit  for  all  beneficiaries,  because  I  believe  everyone  is  getting 
older,  illness  can  come  at  any  time,  requiring  expensive  drugs,  and 
even  with  coverage,  they  have  limited  coverage,  as  you  have  indi- 
cated. Would  you  agree  that  the  best  way  to  proceed  is  with  a  uni- 
versal benefit,  be  it  55-up  or  65-up?  Would  you  agree  that  the  best 
way  to  benefit  is  a  universal  benefit  for  all  seniors? 

Ms.  Braun.  Yes.  I  think  AARP  has  stated  that  we  really  feel  that 
it  should  be  available  for  all  Medicare  beneficiaries,  but  also  that 
it  should  be  voluntary  so  that  people  can  keep  what  they  have  if 
they  want  to  keep  what  they  have. 

Mr.  Stupak.  And  if  it  is  voluntary,  do  you  have  any,  have  you 
done  any  studies  or  anything  that  would  indicate  what  percentage 
of  your  seniors  would  participate  in  a  benefit  like  this? 

Ms.  Braun.  I  think  it  is  going  to  depend  on  how  it  is  set  up.  That 
is  the  problem  at  the  present  moment,  and  that  is  what  we  are 
going  to  need  to  look  at,  why  these  things  need  more  analysis,  be- 
cause we  really  need  to  see  what  the  impact  is  going  to  be  on  the 
beneficiary,  and  then  we  can  find  out  from  our  members  where 
they  stand  or  how  they  feel  about  that. 

Mr.  Stupak.  And  I  apologize  if  this  question  has  been  asked  be- 
fore, but  the  three  plans  that  are  floating  around  right  now,  the 
President's  proposal,  the  Stark  bill  which  would  make  it  part  of 
Medicare,  and  of  course  the  Allen  bill  which  would  stop  the  price 
discrimination  from  the  pharmaceutical  companies,  of  those  three 
bills,  has  your  organization  taken  a  position  on  any  one  of  those 
three? 

Ms.  Braun.  No,  we  haven't  taken  a  position  on  any  of  the  bills 
because  we  really  think  that  they  need  more  analysis.  We  have 
questions  on  each  one  of  the  bills  that  we  really  need  answered, 
and  therefore  we  are  not  in  a  position  to  take  a  position  at  the  mo- 
ment. 

Mr.  Stupak.  With  your  organization,  have  you  prioritized  this  as 
one  of  your  priorities  for  this  Congress,  or  have  you  prioritized  the 
issues? 

Ms.  Braun.  We  are  certainly  very  hopeful  that  it  will  be  possible, 
but  it  does  have  to — ^you  know,  it  does  have  to  be  done  right,  as 
the  chairman  said. 

Mr.  Stupak.  By  "have  to  be  done  right,"  does  AARP  have  any 
kind  of  a  position  paper  that  they  would  like  us  to  study  or  look 
at? 

Ms.  Braun.  Well,  I  think  you  have  the  principles  that  we  have 
set  up  in  the  testimony,  and  those  are  the  things  by  which  we  are 
judging  each  one  and  from  which  we  elicit  questions  that  we  feel 
are  not  answered  in  the  particular  bill. 

Mr.  Stupak.  Other  than  the  testimony,  there  is  no  other  position 
paper  or  anything  like  that  available  from  AARP? 

Ms.  Braun.  Not  that  I  know  of,  but  I  will  check  that  out  for  you. 

Mr.  Stupak.  Thank  you. 

Mr.  Bilirakis.  Please  summarize,  Bart.  Your  time  is  up. 
Mr.  Stupak.  Thank  you.  I  will  yield  back. 
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Mr.  BILIRAKIS.  All  right.  Thank  you. 
Mr.  Bryant? 

Mr.  Bryant.  Thank  you,  Mr.  Chairman,  and  I  again  thank  the 
panel  for  its  excellent  testimony. 

What  I  hearing  coming  across  from  the  other  side  of  the  aisle 
about  this  discharge  petition,  people  around  Washington  that  have 
been  here  longer  than  I  have,  and  many  on  the  other  side  have 
been  here  much  longer  than  I  have,  and  I  think  everybody  under- 
stands what  is  going  on  with  the  discharge  petition.  It  is  a  very  ef- 
fective tool  to  use  politically  to  highlight  an  issue,  and  certainly 
something  that  was  done  I  am  sure  very  often  5  years  ago,  before 
the  Republicans  took  over. 

And  it  can  be  used  effectively,  as  I  said,  politically  and  also  to 
appear  legislatively  to  put  emphasis  on  a  point,  make  a  point,  I 
guess,  but  it  has  not  been  a  very  successful  one  in  bringing  bills 
out  of  the  House.  Again,  I  can  only  speak  for  the  last  5  years  that 
I  have  been  here,  but  I  am  sure  there  was  not  much  success  when 
the  Republicans  tried  the  same  tactic  when  the  Democrats  were  in 
control  for  the  40  years  or  so  before  that. 

So  let's  just  lay  that  on  the  table,  and  I  think  go  back  to  the  idea 
that  this  is  a  very  important  issue  and  one  that  no  one,  neither 
side  I  think  really  wants  to  be  ramrodded  or  pushed  too  quickly 
into  trying  tc  achieve  a  solution,  which  we  all  want  to  do.  Medicare 
is  a  very  important  piece  of  legislation  I  think  that  has  been  a  suc- 
cess, and  when  we  start  talking  about  adding  to  it,  which  we  all 
think  is  necessary  here  with  a  drug  benefit,  we  want  to  do  it  right. 
I  think  the  panel  agrees,  and  I  am  sure  everyone  in  this  room 
agrees  to  that.  So  let's  don't,  in  the  interest  of  politics  and  because 
this  might  be  a  good  campaign  issue  in  November  to  help  retake 
control  of  Congress  or  help  keep  control  of  Congress,  let's  don't 
rush  to  a  judgment,  if  you  will,  in  this  case. 

We  hear  something  about  price  controls.  I  think  some  of  the  leg- 
islation that  has  been  offered  in  effect  amounts  to  price  controlling, 
and  I  think  that  most  of  us  here  understand  that  does  not  work 
very  effectively,  and  certainly  in  this  environment  of  prescription 
drugs  has  the  potential  to  really  chill  the  research  and  develop- 
ment. The  drug  that  Mrs.  Lewis  testified  about  that  has  so  greatly 
helped  her,  that  could — no  telling  how  many  drugs  that  are  like 
that  out  there  right  now,  yet  to  be  discovered  or  that  are  in  the 
pipeline  of  being  discovered,  that  could  be  affected  by  such  meas- 
ures as  price  controls. 

But  I  guess  in  the  end  I  did  want  to  ask  Mrs.  Lewis  a  question 
about  your  particular  case.  You  have  testified,  I  think,  that  your 
drug  bill  averages  about  $600  a  year.  Do  you  know  how  m_uch  of 
that  actually  comes  out  of  your  pocket,  or  is  that  what  you  pay  out 
of  your  pocket? 

Mrs.  Lewis.  That  is  what  I  pay  out  of  my  pocket. 

Mr.  Bryant.  So  your  total  drug  bill  is  higher  than  the  $600? 

Mrs.  Lewis.  Yes.  There  are  other  things  that  occur  from  1  year 
to  another.  That  means  other  prescriptions,  but  it  is  not  those  that 
I  take  every  week. 

Mr.  Bryant.  That  would  be  your  premium  combined  with  any  co- 
payments  you  have  

Mrs.  Lewis.  Right. 
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Mr.  Bryant,  [continuing]  that  would  total  about  $600? 
Mrs.  Lewis.  Exactly. 

Mr.  Bryant.  The  insurance  company  picks  up,  I  guess,  a  larger 
portion  of  your  drug,  prescription  drug  bill? 

Mrs.  Lewis.  Yes,  I  am  sure  they  do.  It  is  a  lot  more. 

Mr.  Bryant.  Well,  the  reason  I  was  drawn  to  that  $600  figure 
is  because  that  was  very  close  to  the  example  that  I  used  in  my 
opening  statement  in  alluding  to  the  President's  proposal  that  is  on 
the  table. 

Mrs.  Lewis.  It  wasn't  taken  from  there. 

Mr.  Bryant.  Right.  Well,  I  wanted  to  graphically  use  you  as  an- 
other example  of  that,  realizing  that  the  President's  bill  is  not  nec- 
essarily going  to  be  one  to  pass  out  of  here,  and  realizing  that  it 
is  not  mandatory;  that,  you  know,  whatever  comes  out  probably  is 
going  to  be  optional. 

But  whatever  comes  out,  whether  it  is  the  President's  bill  or 
something  else,  is  going  to  kind  of  set  the  standard,  because  I  think 
what  we  see  is  the  private  sector  will  eventually  evolve  around 
maybe  to  where  the  government  would  be  in  this  Medicare  benefit, 
and  you  might  have  people  dropping  their  coverage  for  their  retir- 
ees so  they  can  go  to  the  government  program. 

So  what  we  pass  out  of  here  realistically  could  set  the  standard, 
and  I  am  still  concerned  about  the  President's  bill  where  it  would 
cost,  on  that  average  of  $600  a  year,  it  would  actually  cost  a  person 
more  money  to  be  on  that  program  when  you  add  up  the  premium 
of  about  $302  a  year,  together  with  a  50  percent  co-pay  on  every 
prescription  drug  they  buy.  And  at  this  point  it  doesn't  seem  to 
have  a  stop-loss  provision.  I  know  he  has  talked  about  adding  some 
dollars  to  this  plan,  but  not  really  defining  yet,  to  my  knowledge, 
what  type  of  stop-loss  or  ceiling  he  would  set  where  you  wouldn't 
have  to  pay  anything  beyond  that. 

But  it  is  an  expensive  plan,  and  I  think  as  the  American  people 
learn  about  the  President's  plan,  they  are  not  going  to  be  happy 
with  it.  And  I  still  think  that  we  as  a  Congress  can  simply  do  bet- 
ter, and  I  think  that  is  the  purpose  of  this  hearing,  is  finding  out, 
listening  to  what  you  have  to  say  so  we  can  do  a  better  job  than 
that,  than  his  plan. 

Mr.  BiLlRAKlS.  The  gentleman's  time  has  expired. 

Mr.  Bryant.  And  I  would  yield  back. 

Mr.  BILIRAKIS.  Thank  you,  Mr.  Bryant. 

Mr.  Dingell,  to  inquire? 

Mr.  Dingell.  Thank  you,  Mr.  Chairman. 

Mrs.  Lewis,  welcome.  Thank  you  for  being  here.  I  am  not  clear 
from  your  statement.  Are  you  for  or  against  having  prescription 
pharmaceuticals  covered  by  Medicare? 

Mrs.  Lewis.  I  think  it  should,  but  I  don't  know  where  it  stops. 
I  don't  know  what  the  extent  of  it  would  be. 

Mr.  Dingell.  I  see.  Now,  you  haven't  told  me  yet  whether  you 
are  for  or  against.  You  say  you  think  it  should  be  but  you  don't 
know  where  the  expense  stops.  That  last  part  of  your  statement 
doesn't  mean  that  you  are  against  covering  prescription  pharma- 
ceuticals under  Medicare,  does  it? 

Mrs.  Lewis.  To  tell  you  the  truth,  I  hesitate  to  give  an  answer 
to  that  because  I  don't  feel  I  know  enough. 
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Mr.  DiXGELL.  Okay,  so  you  don't  know  whether  you  are  for  or 
against  covering  prescription  medications  in  Medicare? 
Mrs.  Lewis.  Well,  I  prefer  to  have  Medicare. 

Mr.  DiNGELL.  I  still  don't  understand  what  you  are  telling  me. 
There  are  a  lot  of  senior  citizens  who  don't  have  the  kind  of  plan 
you  have,  and  who  don't  have  prescription  pharmaceuticals  cov- 
ered. Do  you  think  they  should  have  their  prescription  pharma- 
ceuticals covered  or  not? 

Mrs.  Lewis.  I  think  it  should  be  covered  by  Medicare. 

Mr.  DiNGELL.  Ah,  good.  Thank  you.  Now,  is  your  plan  a  nation- 
wide plan,  or  is  it  one  which  is  just  peculiar  to  your  area  or  to  your 
State? 

Mrs.  Lewis.  It  is  not  throughout  the  country.  It  just  happens  to 
be  something  that  we  have  a  great  many  companies  like  this  one. 
Mr.  DiNGELL.  In  California? 
Mrs.  Lewis.  Yes. 

Mr.  DiNGELL.  And  they  offer  coverage  only  in  California? 
Mrs.  Lewis.  I  don't  believe  so. 

Mr.  DiNGELL.  Is  this  a  plan  where  the  premiums  are  paid  for 
under  Medicare? 
Mrs.  Lewis.  No. 

Mr.  DiNGELL.  So  the  premiums,  then,  for  the  plan  that  covers 
you  and  offers  you  prescription  pharmaceuticals,  is  not  within 
the — is  not  covered  

Mrs.  Lewis.  It  comes  out  of  my  Medicare. 

Mr.  DiNGELL.  [continuing]  or  the  benefits  are  not  mxade  available 
because  of  pa3rments  from  Medicare.  Is  that  right? 
Mrs.  Lewis.  Yes,  it  does. 

Mr.  DiNGELL.  I  am  not  quite  sure  I  understand. 

Mrs.  Lewis.  It  does  come  from  Medicare,  a  certain  portion. 

Mr.  DiNGELL.  So  Medicare  pays  the  premiums  for  the  plan  that 
you  have;  is  that  what  you  are  telling  us? 

Mrs.  Lewis.  Yes.  My  husband  explained  it  in  this  fashion.  Medi- 
care is  taking  care  of  a  certain  portion  for  individuals.  They  are 
paying  the  insurance  companies  to  give  me  some  

Mr.  DiNGELL.  How  much  do  you  pay  in  addition  to  what  Medi- 
care pays  for  the  plan  that  you  have? 

Mrs.  Lewis.  I  pay  

Mr.  DiNGELL.  So  Medicare  pays  a  part  of  the  premium  and  you 
pay  a  part  of  the  premium? 
Mrs.  Lewis.  Yes. 

Mr.  DiNGELL.  How  much  do  you  pay  a  month? 
Mrs.  Lewis.  I  pay  $15  a  month. 

Mr.  DiNGELL.  In  addition  to  what  Medicare  

Mrs.  Lewis.  In  addition  to  Medicare. 

Mr.  DiNGELL.  Okay.  If  you  didn't  have  prescription  pharma- 
ceuticals covered,  you  would  have  a  pretty  serious  problem, 
wouldn't  you? 

Mrs.  Lewis.  Yes,  I  certainly  would.  As  it  happens,  I  will  admit 
to  you  that  I  don't  pay  taxes,  we  don't  pay  taxes,  so  you  know  ap- 
proximately what  our  income  is. 

Mr.  DiNGELL.  So  having  said  that,  I  am  trying  to  understand,  if 
a  senior  in  another  part  of  the  country  doesn't  have  the  availability 
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of  a  plan  of  this  kind,  that  senior  is  in  some  substantial  difficulty, 

isn't  he? 

Mrs.  Lewis.  My  husband  is  reminding  me  that  prior  to  being 
with  this  company,  my  drug  bills  came  to  about  $1,500  a  year. 

Mr.  DiNGELL.  Well,  I  am  pleased  that  you  have  found  a  way  to 
resolve  this. 

Mrs.  Lewis.  I  am  very  grateful,  too. 

Mr.  Dingell.  Mr.  Chairman,  I  thank  you. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 

Let's  see.  Dr.  Ganske? 

Mr.  Ganske.  Thank  you,  Mr.  Chairman.  So  many  questions,  so 
little  time. 

Thank  you,  Ms.  Lewis,  for  being  with  us.  I  am  over  here.  Thank 
you  very  much  for  coming. 

Mrs.  Lewis.  You  are  very  welcome. 

Mr.  Ganske.  Dr.  Braun,  I  thank  you  also.  I  received  an  inter- 
esting letter  from  a  constituent  who  I  will  not  name,  or  the  FDA 
may  go  after  him,  but  he  says  that  he  got  a  prescription  from  his 
doctor  and  the  cost  was  $2.43  per  pill.  Then  he  started  to  look 
through  the  internet,  and  he  found  the  following. 

He  said,  "I  can  order  through  Pharmaworld  in  Geneva,  Switzer- 
land, after  paying  either  of  two  American  doctors  $70  for  a  phone 
consultation,  a  price  of  $1.05  per  pill.  I  can  order  through  Canadian 
pharmacies" — see  attached  letter — "if  I  use  a  doctor  certified  in 
Canada,  or  my  doctor  can  order  it  on  my  behalf  through  his  office 
for  96  cents  per  pill,  plus  shipping.  I  can  send  $15  to  a  Texan" — 
and  he  encloses  a  letter — "and  get  a  number  at  a  Mexican  phar- 
macy who  will  send  it  without  a  prescription  and  it  is  priced  at  $52 
per  100  pills." 

Now,  it  so  happens  that  when  we  passed  the  North  American 
Free  Trade  Agreement,  the  one  thing  that  our  own  government 
blocks  our  consumers  from  getting  across  the  border  is  prescription 
drugs,  although  obviously  there  are  senior  citizens  who  are  going 
through  the  internet  and  doing  this  at  50  percent  off.  I  mean,  I 
hear  this  from  all  of  my  colleagues  along  the  Canadian  border  and 
along  the  Mexican  border.  We  have  examples  of  people  just  going 
over  and  getting  their  prescription  drugs  at  significant  discounts. 

Does  AARP  have  a  position  on  whether,  if  we  address  this  phar- 
maceutical benefit  problem,  we  should  change  the  law  to  allow  sen- 
ior citizens  to  shop  across  the  borders  to  fill  their  prescriptions? 

Ms.  Braun.  I  don't  believe  that  we  have.  That  would  only  advan- 
tage people  who  lived  close  enough  to  the  border  to  be  able  to  go 
back  and  forth. 

Mr.  Ganske.  Not  necessarily,  because  you  could  live — this  gen- 
tleman lives  in  Des  Moines,  Iowa,  right  in  the  middle  of  the  coun- 
try, and  he  can  do  this  through  the  mail. 

Ms.  Braun.  Through  the  net,  yes. 

Mr.  Ganske.  So,  has  AARP  taken  a  position  on  that? 

Ms.  Braun.  We  haven't  taken  a  position.  We  have  some  concerns 
that  the  FDA  has  also,  to  be  sure  that  the  packaging  and  the  warn- 
ings and  the  drug  was  the  same  in  the  first  place,  so  there  are  I 
think  a  lot  of  questions  from  that  point  of  view,  but  we  haven't 
taken  a  position  on  that  one  way  or  the  other. 
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Mr.  Ganske.  Is  AARP  going  to  take  a  position  on  that  issue?  Are 
you  looking  at  

Ms.  Braun.  I  don't  know.  We  have  certainly  discussed  it  and, 
like  you,  we  have  gotten  questions  from  our  constituents  or,  you 
know,  our  members,  wanting  to  

Mr.  Ganske.  Well,  I  hear  this  from  my  constituents  all  the  time, 
and  they  are  all  AARP  members. 

Ms.  Braun.  And  it  is  a  concern,  of  course.  Yes.  Of  course,  the 
other  thing,  fortunately  lots  of  seniors  are  using  the  net,  but  there 
certainly  are  an  awful  lot  of  them  that  wouldn't  know  how  to  go 
about  that  at  all. 

Mr.  Ganske.  That  is  true. 

Ms.  Braun.  So  this  person  is  very  fortunate. 

Mr.  Ganske.  So  this  is  something  AARP  is  looking  at? 

Ms.  Braun.  Yes. 

Mr.  Ganske.  As  a  recommendation? 

Ms.  Braun.  Yes.  Our  members  have  asked  that  we  

Mr.  Ganske.  Changing  our  FDA  regulations? 

Ms.  Braun.  Yes.  Our  members  have  asked  that  we  look  at  it, 
and  we  started  to  consider  it  this  year,  and  it  is  going  to  be  consid- 
ered. 

Mr.  Ganske.  Have  you  received  a  lot  of  requests  from  your  mem- 
bers to  look  at  that  issue? 

Ms.  Braun.  We  have.  Yes,  we  have  received  requests. 

Mr.  Ganske.  Okay.  Now,  let  me  get  into  the  issue  of  funding.  Ac- 
cording to  a  recent  CBO  report.  Congressional  Budget  Office  report, 
if  we  followed  1997,  the  Balanced  Budget  Act,  we  would  see  in  the 
next  10  years  roughly  about  $1  trillion  in  surplus  above  and  be- 
yond Social  Security,  and  we  have  said  we  are  going  to  keep  that 
Social  Security  account  separate.  The  second  assumption  was — that 
is  if  you  keep  1997  BBA  and  there  is  no  emergency  funding.  That 
is  about  a  trillion  in  surplus. 

The  second  scenario  is,  if  you  would  just  freeze  spending  at  to- 
day's level,  then  you  would  get  about  roughly  a  $600  billion  surplus 
over  10  years.  The  third  scenario  from  the  CBO  was  that  if  you  in- 
creased spending  according  to  a  cost-of-living  allowance  and  you 
factored  in  average  emergency  funding,  you  would  have  about  $300 
billion  in  projected  surpluses. 

Now,  we  just  passed  a  bill  in  Congress  that,  if  it  became  law, 
would  eat  up  $182  billion.  That  is  the  marriage  tax  penalty.  And 
we  are  also  very  concerned  about  increasing  coverage  for  the  unin- 
sured, for  health  insurance.  So  let's  just  say  that  we  increase,  let's 
take  the  third  scenario.  We  have  got  $300  billion  

Mr.  BiLlRAKlS.  Please  speed  up  your  question  so  we  can  get  a 
quick  response  to  it. 

Mr.  Ganske.  Okay.  We  have  got  $300  billion  in  surplus,  or  say 
$400  billion,  and  we  have  got  some  tax  relief  in  there  that  eats  up 
half  of  that.  Okay.  That  leaves  us  with  say  $200  billion.  We  have 
also  got  a  problem  with  Medicare  as  it  currently  exists  in  a  few 
years  not  having  enough  money. 

So  my  point  is  this:  How  much  of  what  is  probably  a  real  surplus 
should  we  devote  to  a  pharmacy  benefit.  No.  1,  just  as  a  percent- 
age? 
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Mr.  BiLiRAKlS.  I  am  sorry,  Greg,  but  you  are  taking  advantage 
of  

Mr.  Ganske.  Excuse  me,  Mr.  Chairman.  I  will  finish  this  real 
soon. 

And,  second,  how  much  of  that  should  go  to — how  much,  what 
percentage  should  senior  citizens  contribute  to  that  pharmacy  ben- 
efit? 

Mr.  BiLlRAKis.  The  gentleman's  time  has  expired.  Do  you  have 
a  quick  answer  to  that.  Dr.  Braun? 

Ms.  Braun.  Yes.  I  think  AARP  does  support  using  some  of  that 
amount  to  support  Medicare,  to  support  prescription  drugs  being 
covered.  As  to  the  exact  figures,  I  am  

Mr.  Ganske.  Would  senior  citizens  be  willing  to  assume  50  per- 
cent of  the  cost  

Mr.  BILIRAKIS.  The  gentlelady  

Mr.  Ganske.  I  only  want  to  know  about  percentage  

Mr.  BiLlRAKlS.  The  gentlelady  from  Colorado  is  recognized. 

Ms.  DeGette.  Thank  you,  Mr.  Chairman. 

I  would  like  to  talk  with  you.  Dr.  Braun,  for  a  couple  of  minutes 
about  some  of  the  proposals  that  we  have  been  hearing  about  to 
provide  drug  benefits  to  seniors  through  State  prescription  pro- 
grams. Are  you  aware  of  these  types  of  programs,  doctor? 

Ms.  Braun.  Yes. 

Ms.  DeGette.  Do  you  know  whether  they  are  available  in  all  of 
the  States? 

Ms.  Braun.  No.  Actually,  they  are  available  in  very  few  States, 
and  I  think  it  was  something  like  14,  maybe  now  up  to  17  at  this 
point,  but  it  is  certainly  not  even  a  majority. 

Ms.  DeGette.  Thank  you.  And  something  I  have  been  a  little  bit 
concerned  about  is  that  if  we  use  a  block  grant  t3^e  approach,  all 
States  may  not  adopt  this  benefit  right  away.  For  example,  Arizona 
didn't  create  a  Medicaid  program  until  1985,  which  was  20  years 
after  the  program  was  authorized  by  Congress.  And  I  am  won- 
dering if  you  see  this  as  a  potential  hazard  if  we  go  to  a  State- 
based  scenario? 

Ms.  Braun.  Yes,  I  think  we  do  have  that  concern.  I  think  the 
chairman  himself  has  that  concern  about  his  own.  I  won't  put 
words  in  his  mouth. 

Ms.  DeGette.  Let  me  ask  another  question,  which  is  the  GAO 
study  I  think  we  are  going  to  hear  about  on  the  drug  benefits  cur- 
rently available  to  seniors,  including  the  State  pharmacy  benefit 
programs.  GAO  found  that  there  is  an  enormous  amount  of  varia- 
bility among  the  State-based  programs,  and  the  deductibles  in 
these  programs  could  go  from  zero  to  $640.  Have  you  found  that 
to  be  an  issue? 

Ms.  Braun.  Yes,  that  is  a  major  problem,  just  as  it  is  in  Med- 
icaid. 

Ms.  DeGette.  And  what  is  AARP's  position  on  block  grants  in 
general  in  the  pharmaceutical  arena,  to  States? 

Ms.  Braun.  I  think  that  is  one  way  of  taking  care  of  the  very 
low  income,  but  certainly  not,  you  know,  our  preferred  way,  which 
would  be  to  be  sure  that  everybody  has  the  benefit. 

Ms.  DeGette.  Thank  you.  Mr.  Chairman,  I  just  would  like  you 
to  indulge  me  for  a  moment.  I,  even  though  I  didn't  hear  Mrs. 
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Lewis  testify,  I  read  her  testimony,  and  I  think  it  is  very  useful  to 
have  beneficiaries  come  in  and  actually  talk  to  us  about  what  is 
going  on. 

I  was  a  little  dismayed  when  I  heard  her  tell  Mr.  Dingell  that 
she  and  her  husband  are  on  a  fixed  income  and  don't  even  have 
to  pay  taxes,  and  I  am  sure  it  was  very  expensive  for  them  to  fly 
here  from  California  and  to  stay  at  a  hotel  and  come  and  testify. 
I  am  wondering  if,  using  the  chairman's  prerogative,  we  could 
agree  that  the  committee  could  find  some  way  to  pay  their  travel 
expenses  here  today  so  they  wouldn't  have  to  pay  for  this? 

Mr.  BiLlRAKis.  Well,  I  really  can't  respond  to  that  in  a  way  that 
you  would  prefer  because,  you  know,  there  is  precedent.  I  honestly 
don't  even  know  what  the  arrangements  were  that  were  made. 
Staff  would  know.  So  we  will  look  into  that. 

Ms.  DeGette.  If  we  can  help  

Mr.  BiLlRAKlS.  I  very  much  appreciate  your  concern. 

Ms.  DeGette.  [continuing]  I  would  like  to  help  out  in  any  way 
we  can.  Thank  you,  and  I  will  yield  back  the  balance  of  my  time. 

Mr.  BILIRAKIS.  Thank  you. 

Mr.  Bilbray? 

Mr.  Bilbray.  Thank  you,  Mr.  Chairman. 

Doctor,  I  really  appreciate  your  candor  about,  you  know,  where 
we  go  from  here  on  this  issue,  because  I  think  AARP,  you  know, 
could  take  the  easy  route  and  say,  "Well,  just  spend  more  money 
on  this  program,  don't  look  at  the  comprehensive  repercussions." 
And  I  appreciate  the  fact  that  you  realize  and  are  willing  to  stand 
up  and  say  spending  just  more  money  is  not  always  the  answer. 
We  need  to  look  at  how  it  affects  the  whole  thing. 

Ms.  Braun.  We  have  children  and  grandchildren,  too. 

Mr.  Bilbray.  And  I  really,  I  just  think  that,  hope  that  some  of 
us  on  both  sides  of  the  aisle  are  willing  to  take  that  responsibility 
on  in  saying  it  isn't  as  simple  as  we  would  like  to  say.  It  is  not 
a  30-second  sound  bite,  even  if  it  is  an  election  year.  So  I  think 
that  we  can  develop  that  bipartisan  support  on  this  issue  following 
your  leadership,  and  I  think  that  is  critical. 

Mrs.  Lewis,  I  understand  that  you  have  been  enrolled  in  a  Medi- 
care health  maintenance  organization  for  16  years. 

Mrs.  Lewis.  That  is  correct. 

Mr.  Bilbray.  Can  you  tell  the  committee — and  I  need  to  preface 
this  by  saying,  Mr.  Chairman,  in  my  community  in  San  Diego,  al- 
most 60  percent  of  seniors  are  on  some  kind  of  health  maintenance 
program,  and  so  this  is  at  least  one  community  where  we  have  seen 
the  private  sector  step  in  and  actually  provide  some  great  options. 
At  least  that  is  what  I  hear  from  my  constituents,  and  I  know  that 
isn't  available  in  other  places. 

But,  Mrs.  Lewis,  can  you  explain  to  the  committee  how  you  first 
selected  this  kind  of  coverage,  first  of  all? 

Mrs.  Lewis.  It  is  kind  of  a  personal  message. 

Mr.  Bilbray.  Yes.  Can  you  tell  us  how  you  found  out  about  it? 
You  know,  how  did  this  

Mrs.  Lewis.  A  neighbor  in  the  area  that  we  lived  in  at  that  time 
told  me  what  this  particular  company  offered,  and  it  sounded  too 
good  to  be  true,  but  it  proved  to  be  true.  I  can't  give  you  figures. 
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I  have  no  way  of  knowing  exactly  what  it  may  cost  them  above  and 
beyond  what  I  pay.  I  don't  know.  I  just  know  it  is  very  comfortable. 

Mr.  BiLBRAY.  So  if  you  were  not  in  a  situation  where  you  were 
talking  to  your  neighbors,  where  you  had  that  kind  of  community 
communication,  you  may  not  have  ever  known  about  this  program? 

Mrs.  Lewis.  It  is  possible.  I  believe  that  there  were  articles  in 
the  newspaper  at  that  time,  but  I  hadn't  read  it. 

Mr.  BiLBRAY.  Your  recommendation,  at  least  that  we  should  be 
looking  at  this  type  of  option  being  made  available  for  all  seniors 
as  much  as  possible  

Mrs.  Lewis.  Yes,  I  do. 

Mr.  BiLBRAY.  [continuing]  why  do  you  make  that  recommenda- 
tion, again? 

Mrs.  Lewis.  I  would  make  the  recommendation  because  it  is  the 
perfect  situation  for  my  husband  and  L  I  don't  know  about  other 
people  and  how  they  run  their  homes  and  what  their  income  is.  It 
is  not  any  of  my  business. 

Mr.  BiLBRAY.  The  ranking  member  of  the  full  committee  pointed 
out  that  with  this  private  program,  in  cooperation  with  the  public 
support  that  we  give  Medicare+,  we  were  looking  at,  what  $45  a 
month  plus  $15  of  your  own  money  a  month  for  the 
Medicare+Choice? 

Mrs.  Lewis.  And  $5  a  visit  to  a  doctor. 

Mr.  BiLBRAY.  $5  to  $10  co-pay. 

Mrs.  Lewis.  Right. 

Mr.  BiLBRAY.  And  with  your  limited  income,  you  can  maintain 
that  financial  participation  in  the  program? 
Mrs.  Lewis.  We  manage  it. 

Mr.  BiLBRAY.  Okay.  Doctor,  I  know  this  is  a  tough  one  for  you 
because  I  know  that  you  have  to  confront  your  own  internal  politics 
of  the  AARP.  We  all  have  our  internal  politics.  Does  it  really  seem 
like  it  is  impossible  for  us  to  make  this  kind  of  choice  and  this  t5^e 
of  participation  in  the  choice  available  to  all  seniors  through  either 
a  private  or  a  public  program? 

Ms.  Braun.  Do  you  mean  making  HMOs  available  all  over  the 
country?  Is  that  what  you  are  saying? 

Mr.  BiLBRAY.  Not  just  HMOs,  but  let's  just  say  this  cooperative 
effort.  The  Congressman,  the  doctor  was  talking  about  the  fact  that 
how  much  participation  would  AARP  be  willing  to  have  the  seniors 
involved,  and  I  think  that  we  maybe  here  have  a  prototype  to  at 
least  look  at,  that  here  is  seniors  with  limited  income  who  are  par- 
ticipating in  a  program,  and  frankly  I  think  to  a  degree  a  bit  of 
pride  that  they  are  participating  in  the  program.  It  is  not  just 
being  given  to  them.  It  is  not  just  coming  from  their  grandchildren 
and  children.  Is  there  any  possibility  that  AARP  could  support  at 
least  looking  into  this  strategy  and  having  it,  either  public  or  pri- 
vate, having  seniors  participate  at  this  level? 

Mr.  BiLiRAKis.  A  short  response,  please.  Dr.  Braun,  if  you  can. 

Ms.  Braun.  I  still  am  not  quite  sure  what  you  are  talking  about, 
but  I  think  it  is  wonderful  where  it  is  available,  but  it  is  not  avail- 
able in  a  great  many  places,  and  probably  never  will  be  in  rural 
areas. 
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Mr.  BiLBRAY.  Mr.  Chairman,  my  question  was,  though,  if  it  was 
available,  would  you  support  requiring  seniors  to  participate  at  this 
level  in  the  financing  formula? 

Ms.  Braun.  In  the  financing  formula? 

Mr.  BiLBRAY.  Yes. 

Ms.  Braun.  Sure. 

Mr.  BiLBRAY.  Okay.  Thank  you  very  much.  I  appreciate  it.  Thank 
you,  doctor. 

Mr.  BILIRAKIS.  Mr.  Barrett? 

Mr.  Barrett.  Thank  you,  Mr.  Chairman,  and  I  do  thank  you  for 
holding  these  hearings.  I  think  they  are  very  beneficial. 

I  feel  compelled  to  address  some  of  the  questions  or  the  implicit 
questions  that  were  posed  by  several  Members  who  are  no  longer 
here,  from  the  other  side.  And  the  first  one  dealt  with  a  question 
that  was  posed  to  Dr.  Braun,  as  to  asking  you  to  choose  between 
Medicare  coverage  prescription  drugs  or  cutting  some  other  govern- 
ment service.  It  was  presented,  at  least  as  I  heard  the  question,  it 
was  presented  that  these  were  the  only  two  options,  that  you  were 
either  going  to  get  this  or  we  are  going  to  have  to  cut  some — if  you 
were  going  to  get  this,  we  were  going  to  have  to  cut  some  other 
service. 

I  think  that  we  have  to  put  that  notion  to  bed  right  away  be- 
cause, as  Mr.  Ganske  indicated  and  others  indicated,  we  have 
passed  legislation  conferring  tax  breaks  on  married  couples,  some 
who  sufier  a  marriage  penalty,  others  like  myself  who  have  a  mar- 
riage bonus.  And  the  decision  was  made  that  that  was  an  easy 
choice  to  make,  that  we  could  have  a  tax  cut  for  $182  billion  that 
would  benefit,  a  lion's  share  of  those  benefits  would  go  to  wealthier 
people. 

So  I  just  want  to  make  sure  that  we  understand  that  we  are  not 
just  talking  here  about  services  versus  Medicare  benefits,  that 
there  is  another  factor  in  here,  and  that  is  tax  cuts  and  who  is 
going  to  benefit  from  those  tax  cuts.  And  so  if  we  are  going  to  have 
an  honest  debate,  I  think  that  that  has  to  be  included  in  that  de- 
bate. 

The  other  question  that  was  posed  or  implicit  question  that  was 
posed,  one  of  my  colleagues  talked  about  the  price  controls.  Now, 
I  infer  from  his  statement  that  he  was  talking  about  Tom  Allen's 
bill,  and  I  want  to  address  that  head-on  because  there  is  absolutely 
nothing,  absolutely  nothing  in  that  bill  that  sets  price  controls.  The 
prices  are  set  by  the  pharmaceutical  companies  in  conjunction  with 
the  HMOs  or  the  Federal  Government,  whoever  they  are  bar- 
gaining with. 

They  drive  a  bargain  between  themselves  and  their  preferred 
customers.  What  the  Allen  bill  does,  it  says  once  you  pharma- 
ceutical companies,  once  you  have  set  that  price,  then  you  can't  dis- 
criminate, and  for  many  of  us  that  is  a  very,  very  important  notion, 
that  seniors — and  I  don't  think  that  there  is  anybody  in  this  room 
that  would  dispute  the  fact,  and  I  emphasize  the  word  "fact,"  that 
seniors  in  this  country  who  are  not  in  HMOs,  who  do  not  have  in- 
surance plans,  pay  significantly  higher  amounts  for  those  drugs 
than  anybody  else  basically  in  this  world,  that  American  seniors 
are  hit  harder  than  anybody  else,  certainly  than  anybody  in  this 
country. 
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My  concern,  as  we  debate  this  issue  and  we  move  toward  a  dis- 
cussion as  to  whether  Medicare  should  cover  prescription  drugs,  is 
if  we  simply  take  the  current  pricing  mechanism  that  is  out  there, 
the  current  marketing  practices,  and  plop  them  from  where  they 
are  and  plop  them  into  Medicare,  we  have  not  addressed,  we  still 
have  not  addressed  that  issue  of  price  discrimination  against  sen- 
iors. All  we  have  done  is  said,  "Well,  seniors  will  still  be  discrimi- 
nated against,  but  rather  than  coming  out  of  their  own  pocket,  it 
is  going  to  come  out  of  the  government's  pocket." 

And  I  think  for  the  pharmaceutical  companies  that  is  just  fine. 
If  they  can  continue  to  have  that  price  differential,  they  don't  care 
who  is  paying  for  it.  If  it  is  seniors,  fine;  if  it  is  the  government, 
that  is  fine,  too.  But  I  get  more  sympathetic  to  some  of  the  ques- 
tions from  some  of  my  colleagues  who  are  concerned  about  the  cost 
of  the  Medicare  program,  because  I  think  if  we  have  a  plan  that 
simply  shifts  the  current  marketing  system  into  Medicare  and  don't 
do  anything  about  this  price  discrimination,  that  eventually  it  is 
going  to  weaken  the  system. 

The  question  I  have  for  you,  Dr.  Braun,  is  along  the  lines  of  the 
questions  that  I  think  again  Mr.  Ganske  was  posing.  I  would  like 
to  see  the  AARP  be  more  aggressive  in  saying,  "We  want  freedom 
of  choice  for  our  constituents,"  for  your  constituents;  that  if  these 
drugs  are  being  sold  in  Canada  at  a  lower  price,  if  they  are  being 
sold  in  Switzerland  at  a  lower  price,  if  they  are  being  sold  in  Mex- 
ico at  a  lower  price,  well,  freedom  of  choice,  everybody  loves  free- 
dom of  choice.  If  we  are  talking  about  how  bad  it  is  to  put  price 
controls  on  companies,  it  is  also  bad  to  put  purchasing  controls  on 
purchasers,  and  we  should  take  those  off  as  well.  Then  the  free 
market  can  just  run  wild. 

So  I  would  ask  you  to  reconsider  or  to  consider  more  in  depth  the 
position  that  your  organization  takes,  because  I  think  that  that  will 
help  move  this  debate  forward. 

So,  having  said  that,  Mr.  Chairman,  I  would  yield  back  the  time. 

Mr.  BILIRAKIS.  Thank  you  very  much. 

Mr.  Lazio,  to  inquire? 

Mr.  Lazio.  I  am  not  going  to  ask  any  questions.  The  only  point 
I  want  to  make,  and  it  is  partly  in  response  to  my  colleague,  Mr. 
Barrett,  is  that  if  every  senior  was  in  a  PBM,  they  would  all  have 
the  benefit  of  that  leverage  or  that  market  leverage.  All  of  them 
would  be  able  to  participate  in  lower  prices.  And  so  there  are  mar- 
ket mechanisms  short  of  mandates  that  would  help  drive  prices 
down  and  give  all  seniors  the  benefits  that  seniors  who  have 
Medigap  policies,  that  they  enjoy  or  that  their  insurance  companies 
enjoy  or  that  their  employers  enjoy. 

And  with  that  I  

Mr.  Barrett.  If  the  gentleman  would  yield  

Mr.  Lazio.  Yes,  I  am  happy  to  yield  to  the  gentleman. 
Mr,  Barrett.  And  I  understand  what  you  are  saying  and  I  agree 
with  it,  but  I  think  that  almost  by  definition,  the  most  vulnerable 
and  most  isolated  seniors  are  the  ones  that  are  least  likely  to  be 
attracted  to  those  market  mechanisms.  And  just  as  the  chairman 
was,  I  think,  asking  some  legitimate  questions  as  to  shouldn't  we 
be  helping  the  most  infirm  and  the  sickest  first,  I  think  that  we 
have  to  recognize  that  the  very  people  who  are  least  likely  to  join 
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those  organizations  are  the  ones  that  are  going  to  be  the  most  vul- 
nerable ones  that  the  chairman  was  speaking  of. 

Mr.  Lazio.  Reclaiming  my  time,  we  can  create  a  structure,  an  in- 
frastructure that  provides  the  right  incentives  so  that  all  seniors 
can  and  will  and  will  want  to  participate  in  that  kind  of  market- 
related  mechanism.  It  is  just  a  question  of  whether  we  are  going 
to  embrace  the  market  system  or  we  are  going  to  look  for,  in  my 
opinion,  look  to  a  mandated  approach  that  will  have  a  good  deal 
of  unforeseen  consequences  for  seniors,  especially  during  this  time 
of  sort  of  a  wild  technological  explosion. 

I  love  to  talk  to  kids  when  they  come  to  Washington,  because  I 
say,  "I  envy  you,  the  things  that  you  will  see  in  your  lifetime,  the 
creativity,  the  innovation,  the  discovery."  I  mean,  this  is  the  age  of 
biological  discovery.  I  just  hope  that  whatever  we  do  does  not  ham- 
string our  ability  to  continue  to  explore  the  ends  of  the  envelope 
when  it  comes  to  those  biological  discoveries. 

Mr.  Palloxe.  Could  I  ask  the  gentleman  to  yield?  This  goes 
back,  I  think  it  is  part  of  what  you  were  getting  at  and  part  of 
what  Mr.  Bilbray  was  getting  at,  but  I  w^as  confused  when  Mr. 
Bilbray  asked  Dr.  Braun  this  question  or  Mrs.  Lewis  this  question 
about  mandates. 

Was  he  suggesting  that,  when  he  was  asking  you,  was  he  asking 
whether  or  not  you  would  support  mandating,  if  you  will,  that 
every  senior  pay  a  certain  amount  the  way  Mrs.  Lewis  is?  Or  was 
he  actually  sa>dng  that  he  thought  there  should  be  some  sort  of 
mandate  that  seniors  should  have  to  participate  in  managed  care? 
It  wasn't  clear  to  me,  and  I  was  just  wondering  maybe  if  you  would 
clarify  that.  Is  it  your  position  that  you  think  that  every  senior 
should  be  forced  to  pay  a  certain  amount,  or  would  you  favor  that 
every  senior  would  be  able,  should  have  to  participate  in  managed 
care?  I  was  just  confused  about  the  question  and  maybe  how  you 
responded  to  it. 

Mr.  Lazio.  Let  me  just,  because  I  don't  have  all  that  much  time, 
and  I  would  be  happy  to  yield  if  we  have  time,  but  it  also  matters 
who  controls  the  formulary.  If  the  government  controls  the  for- 
mulary, if  the  government  controls  what  type  of  pharmaceuticals 
are  going  to  be  available  at  what  cost,  we  are  going  to  have,  in  my 
opinion,  some  significant  distortions  to  the  market  that  will  have 
impact  on  discovery  and  innovation. 

So,  you  know,  it  is  a  broader  question  I  think  in  a  sense  than 
just  should  seniors  be  in  some  form  of  PBM.  But  

Mr.  Greexwood  [presiding].  If  the  gentleman  would  vield  on 
that  

Mr.  Lazio.  [continuing]  you  know,  in  other  words  

Mr.  Greenwood.  Excuse  me.  The  gentleman  has  }ielded  to  the 
temporary  Chair.  I  also  would  like  to  comment  about  some  of  the 
rhetoric  that  is  used  here. 

There  is  no  discrimination  against  seniors  for  prescription  drug 
benefits,  for  prescription  drug  products.  There  is  an  experience  that 
anyone  of  any  age  has  when  they  walk  into  a  drug  store  and  buy 
one  product  at  a  time,  retail,  without  benefit  of  having  a  plan  to 
pay  for  them.  That  is  what  happens  in  the  retail  market,  whether 
you  are  bujang  bicycles  or  drugs. 
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What  we  are  trying  to  do  is  create  a  system  so  that  seniors  get 
the  benefit  of  group  purchasing  leverage,  so  that  they  can  enjoy 
those  kinds  of  reductions  in  prices  and  that  we  can  subsidize  the 
cost  of  what  they  do  have  to  pay.  But  I  think  we  ought  to,  if  we 
are  going  to  be  truly  bipartisan  and  get  beyond  some  of  the  rhetoric 
here,  we  ought  to  stop  this  rhetoric  as  if  somebody  is  discrimi- 
nating against  seniors.  We  want  to  get  seniors  out  of  the  one-by- 
one  retail  market  and  put  them  in  a  group  plan. 

And  I  will  recognize  Ms.  Eshoo  for  inquiry. 

Ms.  Eshoo.  Thank  you,  Mr.  Chairman,  and  thank  you  to  both  of 
the  witnesses  that  make  up  our  first  panel. 

First  I  have  some  observations  and  then  I  have  a  question.  I 
think  that  what  has  come  from  you  to  the  members  of  this  com- 
mittee today  is  that  a  universal  system  is  important.  That  is  what 
Medicare  is  as  an  insurance  policy  for  the  seniors  of  our  country, 
so  the  issue  of  should  it  be  for  a  handful,  should  it  be  for  this  group 
or  should  it  be  for  that  group,  should  we  segment  the  market,  I 
think  that  as  far  as  AARP  is  concerned  you  have  laid  that  to  rest. 
You  are  saying  that  we  need  a  universal  system. 

We  understand  that  Medigap  insurance  policies  can  be  expen- 
sive. I  know  in  my  own  experience  in  paying  for  that  coverage 
through  AARP  for  my  mother  and  father,  I  started  out  in  the  mid- 
eighties  at  $35  a  month  for  the  two  of  them,  and  the  year  that  my 
father  died,  which  was  2  years  ago,  it  had  gone  up  to  close  to  $300- 
plus  for  the  two  of  them.  That  is  my  own  personal  experience.  I 
still  thought  that  it  was  a  pretty  good  buy  because  we  couldn't  get 
it  anywhere  else. 

We  know  that  there  has  been  a  reliance  on  the  private  insurers, 
i.e.  the  health  management  organizations,  the  HMOs,  that  they  are 
not  obligated  to  remain  in  a  geographic  area,  nor  are  they  obligated 
to  keep  up  with  the  promise  that  they  may  have  first  offered  to 
those  in  order  to  bring  them  in  to  their  insurance  organization.  In 
the  Bay  area,  the  San  Francisco  Bay  area,  which  is  a  known  area 
throughout  the  country,  it  is  an  area  where  the  economy,  the 
ground  is  on  fire,  we  are  doing  so  well.  And  yet  insurance  company 
after  insurance  company  has  pulled  out  of  the  market,  and  so  what 
Mrs.  Lewis  enjoys,  many  of  the  seniors  that  the  Bay  area  delega- 
tion represents,  they  no  longer  enjoy  those  benefits  because  the  in- 
surance companies  have  pulled  out  of  the  market. 

And  with  regard  to  the  issue  of  reforming  Medicare  before  we 
offer  another  benefit,  I  would  like  to  place  something  else  on  the 
table.  This  is  a  reform  that  we  are  talking  about  here.  This  is  a 
very  important  reform  to  the  system  because  no  one  would  design 
a  system  today  without  prescription  drug  coverage.  What  was  a 
part  of  the  system  in  1965,  where  they  had  surgical  coverage,  in- 
hospital  coverage  was  a  must  then.  Prescription  drug  coverage  is 
a  must  today, 

I  think  that  once  again  the  people  of  our  country  are  ahead  of 
our  government.  They  know  that  this  is  something  that  should  be 
a  part  of  this  system.  In  listening  to  you.  Dr.  Braun,  I  want  to  urge 
you  to  take  back  to  the  AARP  and  its  respective  policy  committees, 
to  come  back  to  the  Congress  with  what  you  see  is  the  best  way 
of  structuring  this;  not  whether  we  should  have  it,  not  whether  we 
shouldn't.  I  think  that  all  of  these  things,  most  frankly,  all  of  the 
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Members,  regardless  of  their  party,  regardless  of  where  they  are, 
for  the  most  part  anyway,  in  terms  of  their  ideology,  we  know  that 
we  need  to  provide  this. 

And  to  ask  AARP  to  figure  out  our  budget  I  think  is  unfair,  but 
I  think  we  do  need  to  look  at  how  the  best  way  this  should  be  con- 
structed, because  there  is  a  500-pound  gorilla  in  the  room  but  no 
one  wants  to  take  a  look  at  it.  The  pharmaceutical  companies  do 
not  want  HCFA  to  do  the  administrating.  We  know  that.  I  mean, 
I  don't  know  how  many  people  have  said  it  here,  but  they  don't 
want  that  because  they  are  hearing  that  there  will  be  price  con- 
trols, and  let's  put  it  right  out  there.  There  are  other  models  to 
take  a  look  at.  I  don't  know  which  way  you  may  go,  but  I  think 
it  might  be  a  worthy  exercise  for  AARP  to  take  a  look  at  it. 

The  one  consistency  in  all  of  this  is  that  seniors  indeed  do  use 
drugs,  legally,  and  that  they  are  increasingly  paying  more  and 
more  out  of  their  pocket  for  that.  Too  many  are  having  to  make  an 
awful  choice  between  their  rent,  food,  other  necessities,  on  fixed, 
rather  low  incomes,  and  we  need  to  do  something  about  this.  So  I 
would  ask  you  to  go  back  to  your  policy  committee  and  do  some  ex- 
amination of  which  system  you  think  would  work  better,  or  the 
combinations  thereof. 

Now,  my  question.  Some  of  the  proposals  that  have  been  intro- 
duced would  allow  plans  to  vary  the  benefits  that  seniors  get.  For 
example,  HMOs  would  be  allowed  to  tailor  the  drug  benefit  how- 
ever they  wanted.  Some  might  choose  to  put  high  co-payments  on 
certain  drugs;  others  might  choose  not  to  cover  certain  drugs  at  all. 
Could  you  comment,  Dr.  Braun,  on  why  you  think  it  is  so  impor- 
tant  

Mr.  Greenwood.  The  gentlelad/s  time  has  expired. 
Ms.  ESHOO.  And  she  is  going  to  answer,  which  has  not  expired. 
Mr.  Greenwood.  No.  I'm  afraid  the  gentlelady's  time  has  ex- 
pired. 

Ms.  EsHOO.  Oh,  Mr.  Chairman,  we  are  ail  spending  a  lot  of  time 
here  today.  I  mean,  30  seconds,  can  I  ask  the  committee  for  30  sec- 
onds? 

Mr.  Greenwood.  Certainly  you  can  ask.  We  will  yield  you  the 
additional  30  seconds. 
Ms.  EsHOO.  Thank  you. 

Could  you  comment.  Dr.  Braun,  on  why  you  think  it  is  so  impor- 
tant to  ensure  that  Medicare  provides  a  defined  benefit? 

Ms.  Braun.  I  think  we  need  the  defined  benefit  so  that,  if  we 
bring  competition  into  the  field,  you  really  need  to  know  what  you 
are  competing  on.  And  therefore  I  think,  you  know,  we  do  need  to 
have  a  defined  benefit  in  the  program. 

Ms.  EsHOO.  Thank  you. 

Mr.  Greenwood.  The  gentleman,  Mr.  Strickland,  is  recognized 
for  inquiry. 

Mr.  Strickland.  Thank  you,  Mr.  Chairman. 

I  took  note  of  the  accurate  point  that  seniors  are  not  discrimi- 
nated against  in  a  technical  sense  in  drug  pricing,  but  the  fact  is 
that  more  seniors  in  this  country  are  more  likely  to  be  ill  and  need 
more  medications,  and  so  in  a  practical  sense  they  are  the  part  of 
our  population  that  bears  the  brunt  of  this  price  discrimination.  It 
is  not  only  directed  toward  seniors,  but  seniors  bear  a  dispropor- 
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tionate  burden  for  that  price  discrimination  than  any  other  sector 
of  our  population,  so  I  think  in  a  practical  sense  we  can  say  seniors 
are  being  discriminated  against  in  the  way  drugs  are  priced. 

I  have  heard  references  to  price  controls  today,  and  many  of  my 
colleagues  who  tout  the  world  economy  I  think  probably  do  not  rec- 
ognize the  fact  that  all  the  other  countries  have  price  controls  of 
one  sort  or  another  on  prescription  drugs,  so  once  again  it  is  the 
American  consumer  that  is  bearing  the  brunt  of  what  we  say  is 
necessary  in  terms  of  pharmaceutical  profits  in  order  to  carry  out 
the  research  to  bring  new  and  better,  more  effective  drugs  on 
stream.  The  fact  is  that  the  American  consumer  is  being  treated 
grossly  unfairly  in  the  way  these  drugs  are  being  priced. 

And  the  third  thing  I  would  like  to  say  to  our  honored  guests 
here  today  is  that  I  represent  an  area  in  southern  Ohio  that  is  a 
very  poor  Appalachian  area,  and  I  encounter  on  a  weekly  basis  sen- 
iors who  would  give  everything  they  have,  which  may  not  be  very 
much,  to  have  access  to  the  kind  of  benefit  plan  that  you  described 
in  San  Diego.  And  I  am  very  sorry  that  I  was  not  here  when  you 
gave  your  testimony.  I  have  read  it,  and  I  am  anxious  to  find  out 
how  such  a  generous  benefit  could  be  available  and  still  allow  who- 
ever is  providing  it  to  be  financially  solvent. 

But  I  want  to  thank  you  for  being  here.  I  think  you  both  have 
contributed  greatly  to  our  understanding  of  this  problem. 

Mr.  Barrett.  Would  the  gentleman  yield? 

Mr.  Strickland.  Yes,  I  would. 

Mr.  Barrett.  I  just  want  to  respond  to  the  chairman  on  my 
statement  using  "discrimination"  and  make  it  very  clear  what  I 
meant.  The  current  marketing  system  has  a  much  greater  discrimi- 
natory impact  on  seniors,  who  disproprotionately  are  not  covered 
by  health  plans  that  help  pay  for  the  cost  of  prescription  drugs. 
The  intent,  the  stated  intent  may  not  be  to  discriminate  against 
seniors,  but  because  seniors  are  disproportionately  not  covered  by 
health  care  plans,  they  bear  the  brunt  of  this  discriminatory  mar- 
keting system.  That  is  what  I  meant,  and  that  is  what  I  meant  to 
say. 

Mr.  Ganske.  Would  the  gentleman  yield? 

Mr.  Pallone.  Would  the  gentleman  yield? 

Mr.  Strickland.  I  yield  to  the  gentleman  from  New  Jersey. 

Mr.  Pallone.  I  just  wanted  to  ask  the  gentleman  to  yield  the 
time  that  he  has  left. 

Dr.  Braun,  just  again  so  I  understand  you,  when  Mr.  Bilbray  was 
asking  Mrs.  Lewis  about — or  asking  you  about  Mrs.  Lewis'  plan 
and  saying  that  he  wanted  to  know  whether  you  would  support, 
you  know,  everyone  being  mandated  to  have  something  like  that, 
it  wasn't  clear  if  he  was  asking  whether  or  not  we  should  mandate 
that  everyone  pay  a  certain  amount  per  month,  like  she  has  a  $15 
per  month  co-pay  or  something,  or  whether  he  was  asking  if  every- 
one should  be  part  of  a  managed  care  plan.  And  you  answered  af- 
firmatively, and  I  just  wanted  to  clarify  that,  AARP's  position  on 
that. 

Ms.  Braun.  No,  I  certainly  did  not  see  it  as  mandatory  for  every- 
body to  join  a  managed  care  plan.  I  think  I  was  responding  to  the 
fact  that  the  low  costs  that  Mrs.  Lewis  has  certainly  are  something 
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that  could  be  borne  by  beneficiaries,  that  that  is  within  a  normal 
range  of  what  could  be  borne. 
Mr.  Pallone.  Okay.  Thank  you. 

Mr.  Greenw'OOD.  If  I  may,  if  the  gentleman  would  yield  30  sec- 
onds to  me,  the  point  that  I  was  making,  Mr.  Barrett,  is  that  I 
think  the  word  "discrimination"  is  a  poor  word  to  describe  the  phe- 
nomenon of  the  marketplace. 

I  cannot  go  to  Detroit,  knock  on  General  Motors'  door  and  ask 
them  to  sell  me  a  Chevrolet  for  the  same  price  that  a  dealer  would 
get  the  Chevrolet,  because  I  am  not  buying  train  loads  of  them. 
There  is  no  economy  of  scale  there.  So  that  is  what  we  are  con- 
fronting in  the  retail  market.  It  is  not  discrimination,  it  is  an  eco- 
nomic fact  of  life  that  we  want  to  overcome.  We  want  to  change 
that  economic  set  of  circumstances  so  seniors  do  have  the  pur- 
chasing power,  virtually  wholesale  purchasing  power,  not  retail 
purchasing  power. 

Mr.  Barrett.  If  the  gentleman  would  yield  again,  just  for  15  sec- 
onds  

Mr.  Greenwood.  Fifteen  seconds. 

Mr.  Barrett,  [continuing]  my  point  is  the  impact.  I  think  we 
have  to  look  at  the  impact,  and  I  stand  behind  my  statement  that 
the  impact  against  seniors  is  far  more  discriminatory. 

Mr.  GREErsTWOOD.  All  right.  Enough  of  these  semantical  battles. 
The  Chair  recognizes  Mr.  Waxman,  who  wishes  to  make  a  unani- 
mous consent  request  for  a  submission  to  the  record.  Is  that  cor- 
rect? 

Mr.  Waxman.  Yes,  Mr.  Chairman.  I  have  two  documents  from 
AARP  and  another  one  from  Leadership  Council  of  Aging  Organi- 
zations. I  would  like  to  have  it  made  part  of  the  record. 

[The  information  referred  to  follows:] 

AARP 
January  28,  2000 

The  Honorable  Pete  Stark 
239  Cannon  House  office  Building 
U.S.  House  of  Representatives 
Washington,  B.C.  20515 

Dear  Representative  Stark:  I  am  writing  in  response  to  your  letter  concerning 
the  design  of  a  Medicare  prescription  drug  benefit.  Your  commitment  to  prescription 
drug  coverage  for  Medicare  beneficiaries  and  long-standing  leadership  on  this  issue 
continue  to  be  deeply  appreciated. 

Like  you,  AARP  is  committed  to  creating  a  Medicare  prescription  drug  benefit  for 
all  beneficiaries  as  a  high  priority  in  Medicare  reform.  We  believe  modernizing 
Medicare's  benefit  package  to  keep  up  with  advances  in  medicine  is  a  must.  Because 
prescription  drugs  are  central  to  the  delivery  of  high  quality  health  care,  Medicare 
should  be  like  most  other  health  insurance  plans  and  include  prescription  drugs  as 
part  of  Medicare's  defined  benefit  package  offered  by  all  participating  plans  as  well 
as  in  traditional  fee-for-service. 

AARP  is  committed  to  pursuing  the  answers  to  the  questions  you  have  raised  and 
to  continuing  to  advance  the  debate  over  the  best  way  to  assure  that  a  prescription 
drug  benefit  that  is  available  and  affordable  to  all  Medicare  beneficiaries  becomes 
part  of  Medicare's  defined  benefit  package.  We  have  identified  some  fundamental 
principles  to  guide  the  development  of  a  Medicare  prescription  drug  benefit: 

•  A  Medicare  prescription  drug  benefit  must  be  available  to  all  Medicare  bene- 

ficiaries. 

•  Prescription  drugs  should  be  part  of  Medicare's  defined  benefit  package.  It  is  crit- 

ical that  beneficiaries  understand  what  is  included  in  their  benefit  and  that 
they  have  dependable  and  stable  prescription  drug  coverage. 

•  The  benefit  needs  to  be  affordable  to  assure  enough  participation  and  thereby 

avoid  the  dangers  of  risk  selection.  To  this  end,  the  government  contribution 
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will  need  to  be  significant  enough  to  yield  a  premium  that  is  affordable  and  at- 
tractive and  a  benefit  design  that  is  responsive  to  beneficiaries'  needs.  Medicare 
Part  B  is  a  model  in  this  regard.  The  Part  B  benefit  is  voluntary,  but  Medicare's 
contribution  toward  the  cost  of  the  benefit  elicits  virtually  universal  participa- 
tion. 

•  Beneficiaries  should  be  able  to  keep  the  coverage  that  they  currently  have,  if  they 

choose  to  do  so.  A  Medicare  prescription  drug  benefit  should  not  be  an  incentive 
for  employers  to  drop  or  cut  back  on  retiree  health  coverage. 

•  The  benefit  must  assure  that  beneficiaries  have  access  to  needed  drug  therapies. 

•  The  benefit  must  include  quality  improvement  components  to  reduce  medical  er- 

rors and  mismedication  and  to  help  reduce  overall  health  care  costs. 

•  The  benefit  must  include  meaningful  cost-containment  for  both  beneficiaries  and 

the  Medicare  program.  This  should  include  drug  purchasing  strategies  that  en- 
able Medicare  beneficiaries  and  the  program  to  take  advantage  of  the  aggregate 
purchasing  power  of  Medicare  beneficiaries. 

•  The  benefit  must  provide  additional  subsidies  for  low-income  beneficiaries  to  pro- 

tect them  from  unaffordable  costs  and  assure  that  they  have  access  to  the  ben- 
efit. 

•  The  benefit  must  be  financed  in  a  fiscally  responsible  manner  that  is  both  ade- 

quate and  stable.  AARP  believes  that  an  appropriate  amount  of  the  Federal 
budget  surplus  should  be  used  to  help  finance  a  prescription  drug  benefit. 

•  A  new  prescription  drug  benefit  should  be  part  of  a  strong  Medicare  program.  Pre- 

scription drug  coverage  must  be  integrated  into  the  program  in  a  manner  that 

preserves  and  strengthens  Medicare. 
We  understand  your  interest  in  ranking  the  importance  of  the  variables  involved 
in  designing  a  drug  benefit.  At  this  time,  however,  AARP  is  in  the  process  of  evalu- 
ating what  would  make  sense  from  a  policy  perspective  as  well  as  the  type  of  benefit 
that  would  best  meet  the  needs  of  current  and  future  beneficiaries.  For  example, 
there  are  strong  indications  that  older  Americans  want  stop-loss  coverage,  but  there 
are  also  indications  that  they  want  some  degree  of  first  dollar  protection.  Yet,  de- 
pending on  the  amount  of  the  corresponding  premium,  beneficiaries  may  not  be  able 
to  afford  a  comprehensive  benefit.  More  importantly,  we  are  not  yet  prepared  to  say 
what  type  of  drug  benefit  design  the  public  will  support  because  we  do  not  know 
what  other  changes  will  occur  as  part  of  Medicare  reform  and  that  their  impact  will 
be  on  beneficiaries. 

We  believe  these  principles  will  help  define  a  Medicare  prescription  drug  benefit 
that  our  broad-based  membership  can  support.  The  task  of  designing  a  drug  benefit 
will  not  be  easy,  but  we  look  forward  to  working  with  you  in  this  effort  to  carefully 
explore  the  best  options  for  a  Medicare  prescription  drug  benefit.  Please  do  not  hesi- 
tate to  contact  me  or  have  your  staff  contact  Tricia  Smith  or  Mila  Becker  of  our  Fed- 
eral Affairs  Department  at  (202)  434-3770. 
Sincerely, 

Horace  B.  Deets 


Leaderhip  Council  of  Aging  Organizations 

February  7,  2000 

United  States  House  of  Representatives 
Washington,  DC  20515 

Dear  Representative:  The  undersigned  members  of  the  Leadership  Council  of 
Aging  Organizations  (LCAO)  look  forward  to  working  with  the  Congress  on  the  cre- 
ation of  a  Medicare  prescription  drug  benefit. 

As  you  consider  current  proposals  and  draft  new  prescription  drug  proposals,  we 
would  like  you  to  consider  the  following  issues  that  are  of  the  highest  priority  to 
our  organizations  and  the  millions  of  Americans  that  we  represent. 

Benefits 

•  Medicare  should  guarantee  access  to  a  voluntary  prescription  drug  benefit  as  a 

part  of  its  defined  benefit  package. 

•  Medicare's  prescription  drug  benefit  should  provide  comprehensive  coverage,  in- 

cluding the  most  current,  effective,  and  individually  appropriate  drug  therapies. 

•  Medicare's  contribution  toward  the  cost  of  the  prescription  drug  benefit  must  keep 

pace  with  the  increase  in  prescription  drug  costs  and  not  be  tied  to  budgetary 
caps. 

•  Adding  a  Medicare  prescription  drug  benefit  must  not  reduce  access  to  other 

Medicare  benefits. 
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Coverage 

•  The  Medicare  prescription  drug  benefit  should  be  available  to  all  Medicare  eligible 

older  Americans  and  persons  with  disabilities,  regardless  of  income  or  health 
status. 

•  The  Medicare  prescription  drug  benefit  must  be  voluntary  and  must  provide  safe- 

guards against  the  erosion  of  current  prescription  drug  coverage  provided  by 
others. 

Affordability 

•  The  financing  of  a  new  Medicare  prescription  drug  benefit  should  protect  all  bene- 

ficiaries from  burdensome  out-of-pocket  expenses  and  unaffordable  cost  sharing, 
particularly  low-income  beneficiaries. 

•  The  new  benefit  must  protect  individuals  from  extraordinary  expenses  for  pre- 

scription drugs. 

•  The  government  subsidy  must  be  sufficient  to  guard  against  risk  selection  and  to 

provide  an  attractive  benefit  design. 

•  Sufficient  subsidies  should  be  provided  for  low-income  beneficiaries  to  ensure  that 

they  have  access  to  the  benefit. 

Administration 

•  The  new  prescription  drug  benefit  should  be  efficiently  managed,  include  appro- 

priate cost-containment,  and  reflect  the  purchasing  power  of  the  Medicare  bene- 
ficiary pool. 

Quality 

•  The  new  Medicare  prescription  drug  benefit  must  meet  rigorous  standards  for 

quality  of  care,  including  appropriate  monitoring  and  quality  assurance  activi- 
ties. 

•  The  Medicare  program  should  work  to  prevent  the  overuse,  underuse,  and  misuse 

of  prescription  drugs. 
We  request  that  you  carefully  consider  the  issues  presented  above  as  you  develop 
your  Medicare  prescription  drug  proposals.  We  look  forward  to  working  with  you  to 
ensure  that  the  Medicare  program  is  strengthened  by  your  efforts. 
Sincerely, 

AARP;  AFSCME  Retiree  Program;  Alzheimer's  Association;  American  Association 
for  International  Aging;  American  Association  of  Homes  and  Services  for  the  Aging; 
American  Federation  of  Teachers  Program  on  Retirement  and  Retirees;  American 
Society  of  Consultant  Pharmacists;  Asociacion  Nacional  Pro  Personas  Mayores;  As- 
sociation for  Gerontology  and  Human  Development  in  Historically  Black  Colleges 
and  Universities;  Association  of  Jewish  Aging  Services;  B'nai  B'rith  Center  for  Sen- 
ior Housing  and  Services;  Eldercare  America,  Inc.;  Families,  USA;  The  Geronto- 
logical Society  of  America;  Gray  Panthers;  National  Academy  of  Elder  Law  Attor- 
neys; National  Asian  Pacific  Center  on  Aging;  National  Association  of  Area  Agencies 
on  Aging;  National  Association  of  Foster  Grandparent  Program  Directors;  National 
Association  of  Nutrition  and  Aging  Services  Programs;  National  Association  of  Re- 
tired and  Senior  Volunteer  Program  Directors,  Inc.;  National  Association  of  Senior 
Companion  Project  Directors;  National  Association  of  State  Long-Term  Care  Om- 
budsman Programs;  National  Association  of  State  Units  on  Aging;  National  Caucus 
and  Center  on  Black  Aged,  Inc.;  National  Committee  to  Preserve  Social  Security  and 
Medicare;  National  Council  of  Senior  Citizens;  National  Council  on  the  Aging,  Inc.; 
National  Hispanic  Council  on  Aging;  National  Indian  Council  on  Aging,  Inc.;  Na- 
tional Osteoporosis  Foundation;  National  Senior  Citizen  Law  Center;  Older  Women's 
League. 

Mr.  Greenwood.  Without  objection,  the  Chair  would  enter  a  re- 
quest for  unanimous  consent  to  submit  for  the  record  a  CRS  report 
titled,  "Discharge  Use  in  the  House:  Recent  Use  and  Historical 
Context,"  which  goes  to  the  comments  of  Mr.  Stupak  that  it  is  un- 
likely that  discharge  resolutions  result  in  legislation.  This  is  a  list 
from  CRS  as  to  how  frequently  that  happens.  Without  objection,  so 
entered. 

[The  information  referred  to  follows:] 
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ABSTRACT 

This  report  presents  information  on  any  legislative  action  beyond  the  committee  stage  that 
occurred  on  any  measure  on  which  a  discharge  petition  was  filed  in  the  House,  1973-1998. 
It  also  provides  summary  information  on  House  action  pursuant  to  the  discharge  rule  in  each 
Congress  since  1931.  when  that  rule  first  reached  essentially  its  current  form.  Finally,  for 
each  discharge  petition  from  1993  through  1998,  it  sets  forth  the  subject  and  number  of 
signatures  obtained.  At  the  end  of  the  106^  Congress,  this  report  will  be  updated  to  reflect 
action  in  that  Congress.  For  information  on  the  provisions  and  operation  of  the  discharge  rule, 
see  CRS  Report  97-552  GOV,  The  Discharge  Rule  in  the  House:  Principal  Features  and 
Uses. 


64 


Discharge  Rule  in  the  House: 
Recent  Use  in  Historical  Context 

Summary 

The  discharge  rule  of  the  House  of  Representatives  affords  a  way  for  Members 
to  bring  to  the  floor  a  measure  not  reported  from  committee.  Before  a  motion  to 
discharge  may  be  made,  218  Members  must  sign  a  petition  for  that  purpose.  This 
report  provides  summary  data  on  discharge  petitions  filed  since  adoption  of  the 
present  form  of  discharge  rule  in  1 93 1 .  It  also  identifies  the  25  occasions  since  1 973 
on  which  a  committee  report  or  floor  action  occurred  on  a  measure  against  which  a 
petition  was  filed  (or  an  alternative  measure  on  the  same  subject). 

Since  1973,  nine  discharge  petitions  obtained  the  required  signatures.  The 
House  discharged  the  committee  four  times,  but  adopted  only  one  of  the  measures 
involved  (an  amendment  to  the  discharge  rule  itself).  The  other  five  measures 
received  floor  consideration  under  procedures  other  than  discharge,  and  three  of  these 
became  law.  All  five  measures  rejected  were  proposed  constitutional  amendments, 
requiring  a  two-thirds  majority  for  passage. 

Also  since  1 973,  nine  other  measures  on  which  discharge  was  attempted  received 
floor  consideration  under  other  procedures.  Six  of  these  became  law.  Committees 
reported  a  further  seven  measures  on  which  discharge  was  attempted. 

Over  the  entire  period  since  1 93 1 ,  540  discharge  petitions  have  been  filed,  of 
which  46  obtained  the  required  signatures.  The  House  voted  for  discharge  26  times, 
and  passed  1 9  of  the  measures  involved.  Two  of  these  measures  changed  House 
rules.  Only  two  of  the  remaining  1 7  became  law.  Of  the  20  completed  petitions  on 
which  the  House  did  not  vote  to  discharge,  five  motions  were  defeated;  no  action 
occurred  in  six  cases;  and  nine  measures  received  floor  consideration  under  other 
procedures.  Seven  of  these  latter  nine  became  law. 

Also,  since  193 1,  32  other  measures  on  which  petitions  were  filed  reached  the 
floor  under  other  procedures.  All  but  three  passed  the  House,  and  17  received  final 
approval.  Overall,  either  the  petition  has  been  completed,  or  the  measure  has  received 
floor  action  under  some  procedure,  in  roughly  1 5%  of  discharge  attempts. 

The  discharge  rule  permits  the  House  to  bring  a  measure  to  the  floor  either 
directly  or  by  considering  and  adopting  a  special  rule  for  the  purpose.  Overall  since 
193 1,  23%  of  discharge  petitions  have  sought  to  discharge  the  Committee  on  Rules 
from  special  rules  for  considering  unreported  measures.  During  the  most  recent 
decade,  however,  52%  of  petitions  have  adopted  this  approach. 

Only  since  the  103"^  Congress  has  the  number  of  Members  signing  each 
discharge  petition  been  public  information.  During  that  period,  three  petitions  were 
signed  by  more  Members  than  the  number  belonging  to  the  minority  party.  Sixteen 
were  signed  by  fewer  than  this  number  of  Members,  but  more  than  90.  Thirteen  were 
signed  by  30-70  Members,  six  by  5-30,  and  seven  by  three  or  fewer. 
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Discharge  Rule  in  the  House: 
Recent  Use  in  Historical  Context 

Introduction 
Function  of  the  Discharge  Rule 

The  "discharge  rule"  of  the  House  of  Representatives  (now  Rule  XV,  clause  2),' 
provides  a  means  by  which  a  majority  of  Members  may  bring  to  the  floor  for 
consideration  a  measure  that  has  not  been  reported  from  committee.  To  initiate 
action  under  this  rule,  a  Member  files  a  discharge  petition  either  (1)  on  the  measure 
or  (2)  on  a  special  rule  providing  that  the  measure  be  extracted  from  committee  and 
considered.  If  a  majority  of  the  membership  then  signs  the  petition,  it  enables  the 
House  to  entertain,  on  specified  days,  a  motion  that  the  pertinent  committee  be 
discharged  from  considering  the  measure  (or  the  special  rule).  If  the  House  adopts 
this  motion,  it  then  may  entertain  a  motion  to  consider  the  measure  (or  it  takes  up  the 
special  rule  for  considering  the  measure).  Finally,  if  the  House  adopts  the  motion  to 
consider  (or  the  special  rule),  the  measure  comes  to  the  floor  for  consideration.^ 

The  House  first  adopted  the  discharge  rule  in  essentially  this  form  in  1 93 1 .  From 
then  through  1998,  discharge  petitions  were  filed  on  540  measures.  Most  of  these 
never  led  to  any  floor  action.  During  these  years,  the  House  adopted  only  26 
discharge  motions.^  However,  an  additional  41  of  the  measures  involved  (or 
alternatives  on  the  same  subject)  reached  the  floor  through  other  procedures  available 
under  House  rules.  Some  of  these  floor  proceedings  may  have  occurred  because  the 
leadership  or  the  pertinent  committees  were  acting  in  response  to  the  discharge 
attempts. 


Pertinent  Features  of  the  Discharge  Rule  and  Their  Development 

Although  the  House  has  had  a  discharge  rule  since  1910,  it  did  not  adopt  the 
essential  features  of  the  present  rule  until  1931,  and  many  features  of  earlier  discharge 


'U.S.  Congress,  House  of  Representatives,  Constitution,  Jefferson 's  Manual,  and  Rules  of 
the  House  of  Representatives,  106""  Congress,  H.Doc.  105-358,  105'''  Cong.,  2""  sess., 
compiled  by  Charles  W.  Johnson,  Parliamentarian  (Washington:  GPO,  1999),  sec.  892. 

^The  mechanics  of  the  rule  are  described  in  more  detail  in  U.S.  Library  of  Congress, 
Congressional  Research  Service,  The  Discharge  Rule  in  the  House:  Principal  Features  and 
Uses,  by  Richard  S.  Beth,  CRS  Report  97-552  GOV  (Washington:  Feb.  18,  1999). 

'including  unanimous  consent  requests  with  equivalent  effects. 
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procedures  were  not  comparable  with  those  of  today.  For  this  reason,  the  data  in  this 
report  address  only  the  period  since  1931.'' 

Elements  introduced  mto  the  rule  in  1931  include  the  present  requirements  for 
filing  a  discharge  petition  and  the  possible  outcomes  fi-om  doing  so.  The  1931 
revisions  also  established  mechanisms  (1)  to  ensure  that  House  will  actually  be  able 
to  consider  a  measure  once  a  petition  is  entered,  and  (2)  to  prevent  dilatory  use  of  the 
rule. 

One  of  the  most  significant  innovations  of  the  1931  rule  was  the  establishment 
of  three  alternate  forms  for  initiating  discharge  action.  Since  1931,  it  has  been 
possible  to  file  a  discharge  petition  either: 

•  directly  on  an  unreported  measure; 

•  on  a  special  rule  providing  that  an  unreported  measure  be  extracted  fi-om 
committee  and  considered;  or 

•  on  a  special  rule  for  considering  a  measure  akeady  reported  fi-om  committee, 
but  never  called  up  for  floor  consideration. 

The  different  implications  of  these  three  methods  are  explained  in  the  next  section. 

Since  1931,  the  House  has  amended  the  discharge  rule  four  times,  on  each 
occasion  only  in  specific  features,  not  in  basic  structure.  One  of  these  amendments 
took  place  shortly  after  adoption  of  the  present  form  of  rule;  the  others  did  not  occur 
until  the  1990s. 

•  In  1 93 5,  the  House  increased  the  number  of  signatures  required  on  the  petition 
fi-om  145  (one-third  of  the  House)  to  21 8  (one-half  of  the  House); 

•  In  1991,  the  House  eliminated  a  provision  that  had  the  effect  of  preventing 
debate  on,  or  amendment  of,  a  special  rule  reaching  the  floor  through 
discharge; 

•  In  1993,  the  House  provided  that  the  names  of  signers  on  discharge  petitions 

from  that  time  forward  be  available  to  the  public;  and 

•  In  1 997,  the  House  prohibited  filing  a  petition  to  discharge  any  special  rule  that 
would  have  the  effect  of  permitting  nongermane  amendments. 


''For  data  on  the  use  of  earlier  forms  of  the  discharge  rule,  see  tables  2  and  3  in  U.S.  Library 

of  Congress,  Congressional  Research  Service,  The  Discharge  Rule  in  the  House  of 
Representatives:  Procedure.  History,  and  Statistics,  by  Richard  S.  Beth,  archived  CRS 
Report  90-84  GOV  (Washington:  March  2,  1990),  pp.  58-59.  Reprinted  in  U.S.  Congress, 
House  Committee  on  Rules,  Subcommittee  on  Rules  of  the  House,  Discharge  Petition 
Disclosure:  H.Res.  75^,  hearing,  103''^  Cong.,  l^'sess.,  Sept.  14,  1993  (Washington:  GPO, 
1993).  See  also  Richard  S.  Beth,  Control  of  the  House  Floor  Agenda:  Implications  from  the 
Use  of  the  Discharge  Rule,  I93I-1994,  paper  presented  at  the  Annual  Meeting  of  the 
American  Political  Science  Association,  Sept.  1,  1994,  pp.  6-8. 
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Data  Presented  in  This  Report 

This  report  presents  three  kinds  of  data  on  the  use  of  the  discharge  procedure: 
First,  for  recent  years  (1973-1998,  93"^- 105'*'  Congresses),  the  report  identifies  all 
measures  on  which  both  a  discharge  petition  was  filed  and  any  action  beyond  the 
committee  stage  occurred.^  As  a  result,  the  measures  identified  include  those  on 
which  action  took  place  pursuant  either  to  the  discharge  rule  or  to  other  procedures.^ 
This  scope  facilitates  assessment  of  the  likelihood  that  a  measure  on  which  Members 
attempt  discharge  will  receive  favorable  legislative  action  by  any  means. 

Second,  for  the  entire  period  from  1931  through  1998  (72"''-105'^  Congresses), 
the  report  provides  summary  data  on  the  number  of  discharge  petitions  filed  and  their 
success  rates  (by  several  different  criteria).  For  these  comprehensive  summary  data, 
separate  tables  cover  action  under  the  discharge  procedure  itself  and  action  under 
other  procedures. 

Third,  for  the  103'^  104^^,  and  105*^  Congresses  (1993-1998),  the  report  sets 
forth  the  number  of  signatures  received  by  each  discharge  petition  filed.  Prior  to  the 
103"*  Congress,  the  identities  of  Members  signing  were  disclosed  only  for  discharge 
petitions  that  received  the  required  number  of  signatures.  These  data  are,  as  a 
consequence,  not  available  for  Congresses  before  the  103"*. 

Recent  Discharge  Attempts 
on  Measures  That  Became  Available  for  Floor  Action 

From  1973  through  1998  (93'^-105'*'  Congresses),  167  discharge  petitions  were 
filed.  Only  four  of  the  measures  involved  reached  the  floor  through  the  discharge 
procedure  itself  In  14  of  the  remaining  163  instances,  however,  either  the  measure 
received  floor  consideration  under  other  procedures,  or  an  alternate  measure  on  the 
same  subject  did  so.  An  additional  seven  measures  were  reported  from  committee 
(either  before  or  after  the  discharge  petition  was  filed),  but  saw  no  fiirther  floor 
action.  Table  1  (beginning  on  pg.  7)  provides  information  on  all  25  of  these  measures. 
It  includes  all  cases,  during  the  period  considered,  in  which  use  of  the  discharge  rule 
may  have  had  some  connection  with  action  on  a  measure  beyond  the  committee  stage. 

Each  entry  in  Table  1  identifies  the  measure  by  number  and  notes  its  subject 
(proposed  constitutional  amendments  include  the  notation  "AMENDMENT").  The 
table  also  notes  the  committee(s)  to  which  the  measure  was  referred,  or  from  which 
it  was  reported.  It  next  shows  which  of  the  forms  of  discharge  petition  was  filed,  how 
many  signatures  it  obtained,  and  whether  it  resulted  in  a  discharge  motion  being 
offered  on  the  floor.  The  following  two  columns  provide  a  synopsis  of  floor  action 


^Comparable  information  for  the  72"^  through  1 OO"'  Congresses  (1931-1988)  appears  as  Table 
1 1  in  Beth,  Discharge  Rule:  Procedure  (archived  CRS  Report  90-84),  pp.  93-108. 

^Corresponding  measures  may  have  been  taken  up  by  subsequent  congresses  without  use  of 
the  discharge  procedure.  This  report  takes  no  account  of  subsequent  action  of  this  kind. 
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on  the  measure,  as  well  as  on  related  special  rules  and  alternate  measures.  Finally,  the 
table  notes  the  final  status  of  each  measure.  Throughout,  the  table  provides  the 
numbers  of  any  related  measures  and  the  dates  of  key  actions.  The  following 
paragraphs  detail  the  significance  and  use  of  each  of  these  items. 

Form  of  Discharge  Petition.  A  discharge  petition  may  be  filed  to  bring  to  the 
floor  any  measure  that  has  remained  in  committee  at  least  30  legislative  days.'  A 
petition  may  also  be  filed  on  a  special  rule  providing  that  any  such  measure  be 
extracted  from  committee  and  considered,  if  the  special  rule  has  been  before  the 
Committee  on  Rules  for  at  least  seven  legislative  days  without  being  reported. 
Finally,  a  petition  may  be  filed  on  a  special  rule  for  considering  a  measure  already 
reported,  if,  again,  the  special  rule  has  been  before  the  Committee  on  Rules  for  seven 
legislative  days  without  action.  Table  1  indicates  which  of  these  three  courses  of 
action  was  attempted  in  each  case,  giving  the  date  the  petition  was  filed  and,  where 
applicable,  the  resolution  number  of  the  special  rule.^ 

The  first  two  methods  of  discharge  both  provide  means  for  securing 
consideration  of  a  measure  on  which  the  committee  of  referral  seems  unlikely  to  act. 
Of  these  two  methods,  the  second  has  the  advantage  that  it  permits  proponents  to 
draft  a  special  rule  that  sets  appropriate  terms  for  considering  and  amending  the 
measure.  The  third  method,  by  contrast,  offers  the  possibility  of  bringing  to  the  floor 
a  measure  that  the  committee  of  referral  may  be  willing  to  see  considered,  but  which 
the  leadership  and  Committee  on  Rules  seem  unlikely  to  schedule  for  action.^ 

Number  of  Signatures.  A  discharge  petition  entitles  a  Member  to  offer  a 
motion  to  discharge  a  committee  from  a  specified  measure  only  after  the  petition  is 
signed  by  a  majority  of  the  total  membership  of  the  House  (218  Members).  In  the 
103"^  Congress,  the  House  amended  the  rule  to  provide  that  signatures  to  pending 
discharge  petitions  be  pubUcly  available.  Until  then,  signatures  had  been  treated  as 
confidential  except  when  the  full  218  were  obtained.  Table  1  notes  which  petitions 
obtained  the  fiill  number  of  signatures  required  and,  for  the  103"^- 105*^  Congresses, 
the  number  of  signatures  obtained  by  each  other  petition  listed. 

Action  on  Discharge  Motion.  Once  the  218  signatures  are  obtained,  a  motion 
to  discharge  is  entered  on  a  special  discharge  calendar.  Beginning  seven  legislative 
days  thereafter,  the  motion  may  be  offered  on  the  second  or  fourth  Monday  of  each 
month,  except  during  the  last  six  days  of  a  session.  On  several  occasions  during  the 
period  examined,  after  a  discharge  motion  was  entered,  the  House  instead  accepted 
a  unanimous  consent  request  that  the  committee  be  discharged  and  the  measure  be 
considered  at  a  specific  time.  This  report  treats  the  acceptance  of  such  a  request  as 
equivalent  to  the  adoption  of  a  discharge  motion.  When  a  petition  does  not  obtain 


^Normally,  each  day  the  House  meets  is  a  legislative  day.  A  legislative  day  begins  when  the 
House  convenes  after  an  adjournment,  and  ends  when  the  House  next  adjourns. 

*Table  2  shows  the  frequency  with  which  these  different  forms  of  discharge  have  been  used 
in  each  Congress  since  1931. 

'The  implications  of  these  three  methods  of  discharge  are  more  fully  explained  in  Beth, 
Discharge  Rule:  Features  (CRS  Report  97-552/ 
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2 1 8  signatures,  of  course,  no  discharge  motion  can  be  offered  on  the  floor,  and  no 
discharge  vote  can  occur. 

Floor  Action.  Table  1  reports  action  pursuant  to  the  discharge  rule  itself  in  one 
column,  and  that  pursuant  to  other  procedures  in  a  separate  column.  In  either  case, 
the  pertinent  column  notes  whether  the  measure  was  (1)  reported  from  committee 
after  the  petition  was  filed,  (2)  taken  up  on  the  floor,  and  (3)  passed  or  rejected.  If 
the  measure  was  considered  under  the  terms  of  a  special  rule,  the  table  also  records 
floor  action  on  the  rule.  For  measures  not  considered  in  Committee  of  the  Whole,  the 
table  identifies  the  procedure  under  which  consideration  took  place. 

Sometimes,  although  no  floor  action  takes  place  on  the  measure  that  is  the 
subject  of  the  discharge  procedure,  floor  action  does  occur  on  some  other  measure 
on  the  same  subject.  This  action  may  occur  because  the  committee  of  referral  reports 
the  other  measure;  the  leadership  schedules  it  for  floor  consideration;  or  the 
Committee  on  Rules  reports  a  special  rule  for  considering  it.  If  discharge  is  sought 
on  a  special  rule,  another  possible  action  is  that  the  Committee  on  Rules  may  report 
a  different  special  rule,  providing  for  consideration  of  the  same  measure  or  an 
alternative  measure. 

Any  of  these  actions  may  represent  an  attempt  to  forestall  or  preempt 
consideration  of  the  measure  on  which  the  petition  was  filed,  or  at  least  to  forestall 
its  consideration  under  the  terms  of  the  original  special  rule.  The  table  identifies  cases 
in  which  such  actions  occurred,  noting  the  numbers  of  the  alternative  measures  and 
special  rules.'" 

Final  Status.  A  discharge  attempt  may  succeed  directly,  by  bringing  a  measure 
to  the  floor  under  the  discharge  rule  itself,  or  indirectly,  by  bringing  it  (or  another 
measure  on  the  same  subject)  to  the  floor  under  some  other  procedure.  Yet  even 
when  the  discharge  effort  succeeds  (in  either  sense),  the  measure  may  still  fail  to 
achieve  enactment.  The  House  may  consider  the  measure  and  reject  it,  or  the  measure 
may  fail  at  a  later  stage  of  the  legislative  process.  Table  1  notes  whether  each 
measure  listed  became  law  or  (for  concurrent  or  simple  resolutions,  and  for  joint 
resolutions  proposing  constitutional  amendments)  otherwise  attained  final 
congressional  approval.  For  measures  that  did  not  reach  final  approval,  the  table 
notes  the  last  point  in  the  legislative  process  the  measure  reached.  This  information 
indicates  whether  a  measure  failed  or  succeeded  through  the  discharge  effort  itself, 
or  because  of  conditions  occurring  at  other  some  point  in  the  process." 

Timing  of  Action.  Table  1  does  not  supply  a  date  for  every  legislative  action 
it  lists.  It  does,  however,  identify  dates  on  which: 

•  measures  were  referred  or,  where  pertinent,  reported; 

•  discharge  petitions  were  filed; 


'"Table  4  shows  how  often,  since  1 93 1 ,  these  kinds  of  actions  through  other  procedures  have 
occurred  on  measures  subjected  to  discharge  attempts. 

"Table  3  shows  how  often,  since  193 1,  discharge  attempts  have  achieved  various  degrees  of 
success  through  the  discharge  procedure  itself 
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•  the  required  number  of  signatures  was  obtained;  and 

•  key  floor  actions  took  place. 

The  rule  requires  petitions  to  be  filed  at  least  30  legislative  days  after  the  date  of 
referral.  The  interval  between  referral  and  filing  may  suggest  how  urgent  the 
measure's  supporters  felt  the  matter  to  be,  or  how  much  confidence  they  had  in  the 
committee  of  referral.  Similarly,  the  interval  fi-om  filing  to  obtaining  2 1 8  signatures, 
as  well  as  the  number  of  signatures  obtained,  may  indicate  the  breadth  and  intensity 
of  support  for  a  measure. 

Finally,  the  interval  between  the  filing  or  entering  of  the  discharge  petition  and 
floor  action  on  the  measure  may  suggest  whether  the  committee,  House  leadership, 
or  Committee  on  Rules  was  attempting  to  supersede  or  forestall  action  pursuant  to 
the  discharge  procedure.  This  information  accordingly  helps  to  suggest  the 
effectiveness  of  the  discharge  procedure  in  eliciting  responsive  action  by  these  organs. 
Such  an  effect  might  be  inferred,  for  example,  if,  after  a  discharge  petition  is  entered 
but  before  the  discharge  motion  can  be  offered  on  the  floor,  the  committee  reports  the 
measure  or  the  Committee  on  Rules  reports  a  special  rule. 
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Use  and  Success  of  the  Discharge  Procedure 
Frequency  of  Discharge  Attempts 

The  data  presented  in  this  section  place  the  events  reported  by  Table  1  in  context 
of  the  overall  experience  of  the  House  with  discharge  attempts.  Table  2  shows 
fluctuations  in  the  overall  frequency  with  which  House  Members  initiated  discharge 
attempts.  After  the  present  form  of  rule  was  established  in  1 93 1 ,  its  use  remained 
relatively  common  throughout  the  New  Deal  and  World  War  II  periods.  In  the  1 950s 
and  1960s,  during  the  ascendancy  of  the  "conservative  coalition"  and  the  following 
period  of  substantial  Democratic  majorities,  the  rule  was  used  much  less  frequently. 

The  increase  in  discharge  attempts  in  the  1970s  may  reflect  the  search  for  new 
means  of  agenda  access  by  the  increasingly  assertive  Republican  minority  of  the 
period.  A  corresponding  decline  in  the  1980s  may  reflect  a  developing  sense  that 
discharge  offered  no  promising  avenue  toward  that  end.  Because  a  successfiil 
discharge  attempt  requires  support  from  a  majority  of  the  House,  Members  may  have 
found  the  procedure  ill-adapted  to  measures  favored  chiefly  among  the  minority  party. 
More  frequent  use  of  discharge  in  the  103'**  and  104'*'  Congresses  appears  to  have 
been  encouraged  by  both  the  1993  amendment  to  the  rule,  making  the  names  of 
signers  public  (see  previous  section),  and  the  change  of  party  control  in  the  House  in 
1995.  It  is  not  yet  clear  whether  these  increases  will  prove  enduring. 


Use  of  the  Three  Forms  of  Discharge 

The  1 93 1  discharge  rule  was  drafted  with  the  idea  that  the  method  of  discharging 
the  Committee  on  Rules  from  a  special  rule  to  extract  an  unreported  measure  from 
committee  and  bring  it  to  the  floor  would  become  the  normal  use  of  the  rule.'^  As 
Table  2  shows,  however,  in  most  Congresses  since  that  time,  most  Members 
attempting  to  use  the  discharge  procedure  to  bring  an  unreported  measure  to  the  floor 
appear  to  have  been  either  unaware  of  this  method  of  discharge,  or  not  attracted  by 
its  potential  advantages.  Only  in  three  Congresses  were  discharge  petitions  against 
special  rules  on  unreported  measures  more  common  than  those  against  unreported 
measures  themselves. 

Table  2  also  indicates  that  attempts  to  discharge  special  rules  for  the 
consideration  of  reported  measures  occurred  chiefly  during  the  period  of  the 
conservative  coalition  (roughly  1937-1960).  During  this  period,  the  Committee  on 
Rules  recurrently  declined  to  respond  to  committee  and  leadership  requests  to  report 
special  rules  for  considering  measures  reported  by  committees.  Supporters  of  these 
measures  sometimes  sought  to  overcome  this  obstacle  by  attempting  to  discharge  the 
Committee  on  Rules  from  a  special  rule  for  considering  the  reported  measure.  The 
data  in  Table  2  suggest  that,  because  this  situation  made  Members  focus  on  the 
possibility  of  discharge  on  special  rules  for  reported  measures,  it  may  have  led  them 


'^Beth,  Control  of  the  Floor  Agenda,  pp.  13-14,  20-23. 
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to  overlook  that  the  discharge  procedure  could  also  be  used  on  special  rules  for 
unreported  measures. 


Table  2.  Discharge  Petitions  Filed,  1931-1998 


Discharge  Petitions  Filed 

Congress 
and  (Years) 

On  Unreported 
Measures  Other 
than  Special  Rules 

On  Special  Rules  for 
Considering 
Unreported 
Measures 

On  Special  Rules 
for  Considering 
Reported 
Measures 

Total 

72"^  (1931-1933) 

9 

: 

3* 

12 

73'"  (1933-1934) 

28  - 

3 

31 

74*  (1935-1936) 

25" 

-  4 

4 

33" 

75*  (1937-1938) 

20 

20 

3 

43 

76*  (1939-1940) 

2ic 

14 

2 

37*^ 

77*  (1941-1942) 

11 

4 

- 

15 

78*  (1943-1944) 

14 

7 

- 

21 

79*  (1945-1946) 

28 

6 

1 

35 

80*  (1947-1948) 

15 

3 

2 

20 

81^(1949-1950) 

24 

3 

7 

34 

82""  (1951-1952) 

14 

- 

- 

14 

83"*  (1953-1954) 

6 

4 

10 

84*  (1955-1956) 

-  3 

2  - 

1 

6 

85*  (1957-1958) 

2 

i-  ' 

4 

7 

86*  (1959-1960) 

1 

.  3 

3 

7 

87*  (1961-1962) 

2     '    -  ' 

-  4 

6 

88*  (1963-1964) 

2 

2 

1 

5 

89*  (1965-1966) 

4 

2 

6 

90*  (1967-1968) 

2 

2 

4 

9P  (1969-1970) 

9 

1 

2 

12 

92""  (1971-1972) 

'  '  '  ^3  ' ' ;  ■ 

1 

1 

15 

93'"  (1973-1974) 

10 

94*  (1975-1976) 

13 

2 

15 

95*  (1977-1978)      •  . 

11 

11 

96*  (1979-1980) 

13 

1 

14 

97*  (1981-1982) 

23 

1 

24 

81 


CRS-16 


Discharge  Petitions  Filed 


and  (Years) 

On  Unreported 
Measures  Other 
than  Special  Rules 

On  Special  Rules  for 
Considering 
Unreported 
Measures 

On  Special  Rules 
for  Considering 
Reported 
Measures 

Total 

98*  (1983-1984) 

6 

4 

3 

13 

99*  (1985-1986) 

6 

3 

1 

10 

100*  (1987-1988) 

3 

2° 

5" 

101^(1989-1990) 

5 

■■  ■  3 

8 

102°"  (1991-1992) 

5 

3 

8 

103"*  (1993-1994) 

14 

12 

26 

104*  (1995-1996) 

2 

.  13 

15 

105* (1997-1998) 

4^ 

3 

1 

8 

TOTAL 

(1931-1998) 

367 

125 

48 

540 

Source:  //ouje  FiW  Ca/en^fars  for  the  Congresses  indicated.  Beth,  Discharge  Rule:  Procedure,  pp.  77-^2.  Beth,  Control  of  the 
House  Floor  Agenda,  pp.  62-63.  Table  1. 

■includes  one  measure  reported  adversely.  ....... 

^Includes  one  petition  whose  type  is  unknown. 

*^Includes  one  petition  filed  and  later  withdrawn.  ..... 

°One  petition  was  filed  on  a  rule  for  considering  rwo  measures.  It  is  counted  as  one  petition  and  not  two. 
^Includes  one  petition  to  waive  a  rule  to  permit  introduction  and  consideration  of  a  bill. 
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Success  of  Discharge  Attempts 

Table  3  indicates  the  success  of  discharge  petitions  at  bringing  about  action 
through  the  discharge  procedure  itself.'^  Only  in  a  few  Congresses  since  1947  has 
more  than  one  petition  received  the  full  218  signatures  needed  for  entry  on  the 
discharge  calendar.  On  average  throughout  the  entire  period,  no  more  than  one  in  ten 
petitions  has  been  entered. 

Getting  the  measure  to  the  floor.  Between  1939  and  1972,  when  a  discharge 
petition  was  entered,  the  motion  was  almost  always  offered  on  the  floor  and  ahnost 
always  approved.  If  supporters  of  a  measure  could  secure  2 1 8  signatures,  they  could 
be  confident  that  their  measure  would  receive  floor  consideration  through  the 
discharge  procedure.  Before  and  after  that  period,  however,  entry  of  a  petition  did 
not  guarantee  that  a  discharge  motion  would  ever  actually  be  offered  on  the  floor, 
much  less  adopted.  Instead,  the  committees  of  referral,  the  leadership,  and  the 
Committee  on  Rules  commonly  used  a  variety  of  devices  to  preempt  flirther 
proceedings  under  the  discharge  rule.  In  the  1980s  and  1990s,  these  often  involved 
bringing  up  the  measure,  or  an  alternative  proposal,  under  terms  of  an  alternative 
special  rule  reported  from  the  Committee  on  Rules.  When  this  course  of  action 
occurs,  proponents  of  the  discharge  effort  succeed  in  bringing  about  consideration  of 
legislation  on  the  subject,  but  not  necessarily  of  their  preferred  measure,  and  not  on 
their  own  terms. 

Passing  the  measure.  Even  when  a  measure  does  come  to  the  floor  pursuant 
to  the  discharge  procedure,  it  still  does  not  guarantee  that  the  House  will  agree  to  the 
measure.  This  finding  might  be  thought  surprising,  for  a  measure  can  reach  the  floor 
through  discharge  only  if  a  majority  of  Members  (1)  sign  the  petition,  (2)  vote  for  the 
discharge  motion,  and  also  (3)  vote  for  the  special  rule  or  consideration  of  the 
measure.  A  measure  that  can  pass  these  tests  would  seem  to  have  a  manifest  capacity 
to  command  majority  support  in  the  House.  Many  of  the  measures  reaching  the  floor 
through  discharge,  however,  have  been  proposed  constitutional  amendments.  Recent 
examples  begin  with  the  Equal  Rights  Amendment  in  the  91*  Congress,  and  continue 
through  the  Balanced  Budget  Amendment  in  the  97*  and  100*  through  103"* 
Congresses;  several  appear  in  Table  1 .  Such  proposals  may  possess  the  majority 
support  required  for  discharge,  yet  lack  the  two-thirds  support  required  for  their 
adoption. 

Enacting  the  measure.  Finally,  only  two  measures  have  become  law  after  being 
considered  pursuant  to  discharge:  a  federal  pay  act  in  the  86*  Congress,  and  the 
Wages  and  Hours  Act  in  the  75*  (the  first  minimum  wage  law).  Measures  facing 
sufficient  opposition  to  block  their  consideration  in  the  House  under  regular 
procedures  often  suffer  from  strong  opposition  at  other  stages  of  the  legislative 
process  as  well. 


"For  the  success  of  discharge  petitions  at  bringing  about  action  through  other  procedures,  see 
the  next  section  and  Table  4. 
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Table  3.  Proceedings  Under  the  House  Discharge  Rule,  1931-1998 

Discharge  Motion  Underlying  Measure'- 


Congress 
and  (Years) 

Discharge 
Petitions 
Filed 

Entered* 

Called  up° 

Committee 
Discharged 

Passed 
House 

Received  Final 
Approval" 

72  (1931-1933) 

12 

5 

5 

1 

1 

73  (1933-1934) 

3 1 

6 

1 

1 

1 

74" (1935-1936) 

33 

3 

2 

2 

75  (1937-1938) 

43 

4 

4 

3 

2 

1 

76  (1939-194U) 

J  / 

/ 

2 

2 

2 

/  /    (1 94 1-1  V'JZ  J 

15 

1 

1 

1 

1 

/o  ^iy4j-iy'Wj 

z  1 

•3 
J 

•1 
J 

•} 
J 

1 

J 

lF 
1 

/9  (iy4j-iy4oj 

35 

■J 
J 

1 

1 

1 

80  (1947-1948) 

20 

1 

1 

1 

1 

81  (1949-1950) 

34 

3 

1 

1 

1 

82"*  (1951-1952) 

14 

83"*  (1953-1954) 

10 

1 

1 

1 

1 

84*  (1955-1956) 

6 

85*  (1957-1958) 

7 

1 

1 

1 

1 

86*  (1959-1960) 

7 

1 

1 

1 

1 

1 

87*  (1961-1962) 

6 

88*  (1963-1964) 

5 

89*  (1965-1966) 

6 

1 

1 

1 

1 

90*  (1967-1968) 

4 

91"  (1969-1970) 

12 

1 

1 

1 

92"^  (1971-1972) 

15 

1 

1 

1 

93'"  (1973-1974) 

10 

94*  (1975-1976) 

15 

95*  (1977-1978) 

11 

96*  (1979-1980) 

14 

2 

1 

1 

97*  (1981-1982) 

24 

1 

98*  (1983-1984) 

13 

1 

99*  (1985-1986) 

10 

1 

100*  (1987-1988) 

5" 

101- (1989-1990) 

8 

! 

84 


CRS-19 


Congress 
and  (Years) 

Discharge 
Petitions 
Filed 

Discharge  Motion 

Committee 
Discharged 

Underlying  Measure^ 

Entered'^      Called  up" 

Passed 
House 

Received  Final 
Approval" 

102"^  (1991-1992) 

8 

1'  1' 

1' 

103'"  (1993-1994) 

26 

2'  2' 

2' 

1 

104*^(1995-1996) 

15 

105*  (1997-1998) 

8 

TOTAL  (1931-1998)  540  46  31  26  19  4 


Source:  House  Final  Calendars  for  the  Congresses  indicated.  Beth,  Discharge  Rule:  Procedure,  pp.  74-75.  Table  1 . 

'^A  discharge  petition  is  "entered"  on  the  discharge  calendar  when  it  receives  the  signatures  of  218  Members. 

"A  discharge  motion  may  be  offered  on  the  floor  on  any  second  or  fourth  Monday  falling  at  least  seven  legislative  days  after  the 
discharge  petition  is  entered  (as  described  in  the  previous  note).  Usually,  each  day  on  which  the  House  convenes  is  a 
legislative  day. 

'-A  discharge  petition  may  be  filed  to  bring  to  the  floor  either  a  substantive  measure  in  committee  or  a  "special  rule"  from  the 
Committee  on  Rules  providing  for  House  consideration  of  such  a  measure  that  is  either  in  conmiittee  or  was  previously 
reported.  The  last  two  columns  of  this  table  reflect  action  on  the  imderlying  substantive  measure,  not  on  the  special  rule, 
if  any,  on  which  discharge  was  directly  sought. 

includes  measures  that  reached  the  following  status:  (1)  became  law,  for  bills  and  joint  resolutions;  (2)  submitted  to  the  states 
for  ratification;  for  joint  resolutions  proposing  constitutional  amendments;  (3)  agreed  to  by  the  House,  for  House  resolutions; 
and  (4)  finally  agreed  to  by  both  chambers,  for  concurrent  resolutions. 

^e  Committee  on  Rules  was  discharged  from  a  special  rule  for  consideration  of  one  measure,  and  the  measure  was  then  taken 
up  but  recommitted.  The  Conunittee  on  Rules  was  subsequently  discharged  fiom  a  second  special  rule  for  considering  the 
measure.  This  measure  is  counted  twice  in  this  column  and  those  further  to  the  lef^,  but  only  once  in  those  further  to  the 
right. 

''Resolution  changing  House  rules. 

^Includes  one  petition  entered  with  respect  to  a  special  rule  on  a  measure  and  another  entered  on  the  same  measure  directly. 
"Includes  one  petition  filed  on  a  special  rule  for  considering  two  measures. 

'Includes  one  measure  in  the  102""  Congress,  and  two  in  the  103'",  fix)m  which  the  conunittee  was  discharged,  and  which  were 
brought  to  the  floor,  by  unanimous  consent,  after  the  discharge  petition  was  entered. 
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Other  Forms  of  Action  on  Measures  Subjected  to 
Discharge  Attempts 

Action  After  a  Petition  Is  Entered.  The  entry  of  a  discharge  petition 
practically  guarantees  that  supporters  will  have  an  opportunity  to  bring  the  measure 
to  the  floor.  When  action  occurs  at  this  point  not  pursuant  to  the  discharge  rule  itself, 
but  under  other  procedures,  it  presumably  represents  an  attempt  by  the  committee, 
leadership,  or  Committee  on  Rules  to  recover  control  of  the  floor  by  taking  action  to 
preempt  the  opportunity  that  the  discharge  rule  itself  affords.  The  left-hand  portion 
of  Table  4  shows  how  frequently  measures  received  floor  action  under  other 
procedures  after  a  discharge  petition  received  2 1 8  signatures  and  was  entered  on  the 
discharge  calendar.  > 

From  1 95 1  through  1 978,  such  action  never  occurred;  previously  and  thereafter, 
it  occurred  seldom.  Yet  every  measure  that  has  reached  the  floor  after  a  discharge 
petition  was  entered,  but  under  other  procedures,  has  been  passed  by  the  House  and 
gone  on  to  final  approval,  except  proposed  constitutional  amendments  (the  Balanced 
Budget  Amendment  in  the  97*  and  101"  Congresses).  This  record  of  success  is 
substantially  more  fjavorable  than  that  for  measures  considered  pursuant  to  the 
discharge  procedure  itself  ,  ^ 

Before  1951,  when  alternative  floor  action  occurred  after  a  petition  was  entered, 
it  usually  meant  that  the  committee  of  referral  would  report  and  call  up  the  measure 
under  usual  procedures.  After  1 978,  by  contrast,  the  committee  usually  did  not  report 
the  measure;  instead,  the  alternative  action  usually  involved  consideration  of  an 
alternative  q)ecial  rule  or  alternative  measure  on  the  same  subject.  Alternative  actions 
of  this  sort  are  included  in  Table  4  when  identifiable.  Most  recently,  however, 
supporters  of  discharge  have  not  permitted  these  attempted  alternative  actions  to 
forestall  finther  proceedings  by  discharge.  Instead,  in  three  of  the  four  cases  during 
the  past  four  Congresses  when  a  petition  was  entered  (including  Balanced  Budget 
Amendments  in  the  102°^  and  103"^  Congresses;  see  Table  1),  they  arranged  for  the 
committee  to  be  discharged,  and  for  the  measure  to  be  considered,  by  unanimous 
consent. 

Action  When  No  Petition  Is  Entered.  The  right-hand  side  of  Table  4  shows 
that  alternative  action  has  occurred  more  fi-equently  on  measures  for  which  discharge 
petitions  had  not  achieved  the  requisite  218  signatures.  Approximately  half  the 
measures  considered  under  such  circumstances  proceeded  to  final  approval,  a 
proportion  intermediate  between  that  for  measures  considered  pursuant  to  discharge 
and  that  for  measures  considered  under  alternate  procedures  after  a  petition  was 
entered.  Again,  action  on  alternative  measures  on  the  same  subject,  or  pursuant  to 
alternative  special  rules,  is  included  in  Table  4  where  it  could  be  identified. 

Action  on  measures  with  petitions  pending  was  especially  common  before  the 
mid-1960s,  then  disappeared  entirely  until  the  1980s.  The  alternative  action  in  these 
cases  may  represent  attempts  by  the  committee  of  referral,  or  the  leadership,  to 
preempt  a  discharge  effort  Aat  they  perceive  as  likely  to  succeed.  For  petitions  that 
attract  few  signers,  however,  the  force  of  discharge  as  a  threat  is  presumably  minimal, 
so  that  any  alternative  action  may  have  occurred  simply  in  the  normal  course  of 
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committee  and  leadership  activity.  Some  of  these  discharge  efforts  may  have 
occurred  in  part  because  supporters  of  the  measures  underestimated  the  Hkehhood  of 
success  through  normal  procedures.  For  Congresses  prior  to  the  103"^,  of  course, 
there  is  usually  no  way  of  knowing  definitely  whether  a  petition  obtained  few  or  many 
signatures. 

Summary.  Overall,  between  1931  and  1998,  67  of  the  540  measures  against 
which  discharge  petitions  were  filed  reached  the  point  of  consideration  in  the  House 
either  by  discharge  or  under  other  procedures  (and  an  additional  few  were  reported, 
though  not  considered).  Some  of  these  measures  may  have  received  action  for 
reasons  unrelated  to  the  filing  of  the  discharge  petition.  Supporters  of  most,  however, 
presumably  believed  discharge  action  necessary  because  the  measure  was  otherwise 
unlikely  to  reach  the  floor,  and  also  believed  that  attempting  discharge  would  enhance 
the  measure's  prospects.  The  fi-equency  with  which  measures  on  which  discharge 
petitions  were  filed  reach  the  floor  by  some  means,  as  compared  with  that  for  all 
measures,  offers  some  support  for  this  proposition. 


Table  4.  Action  Under  Other  Procedures  on  Measures  on  Which 
Discharge  Petitions  Were  Filed,  1931-1988  '^ 


Congress 
and  (Years) 

Action  on  Measure 
After  Petition  Entered^ 

Action  on  Measure 
Without  Petition  Being  Entered'^ 

Considered 

Passed 
House 

Received  Final 
Approval" 

Considered 

Passed 
House 

Received  Final 
Approval* 

72""  (1931-1933) 

1 

1 

73'"  (1933-1934) 

1 

1 

74-^(1935-1936) 

3 

3 

2 

75*  (1937-1938) 

2 

1 

1 

76"- (1939-1940) 

2 

2 

I 

77"^  (1941-1942) 

78*  (1943-1944) 

79*  (1945-1946) 

2 

2 

2 

80*  (1947-1948) 

1 

1 

81"  (1949-1950) 

1 

1 

1 

4 

82""  (1951-1952) 

1 

1 

83'"  (1953-1954) 

1 

1 

84*  (1955-1956) 

1 

85*  (1957-1958) 

4 

2* 

86*  (1959-1960) 

1 

1 

87*  (1961-1962) 

88*  (1963-1964) 

2 

2 

1* 

87 
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Congress 
and  (Yean) 

Action  on  Measure 
After  Petition  Entered^ 

Action  on  Measure 
Widiout  Petition  Being  Entered^ 

Passed 

Received  Final 

A  nni"AVfll* 

Passed 

Received  Final 
Approvsl* 

89*  (1965-1966) 

90*  (1%7-1968) 

91"  (1969-1970) 

92-*  (1971-1972) 

93"*  (1973-1974) 

94*  (1975-1976) 

95*  (1977-1978) 

96*  (1979-1980) 

1  1 

1 

97*  (1981-1982) 

98*  (1983-1984) 

1  1 

1 

3 

3 

2 

99*  (1985-1986) 

1  1 

1 

100*  (1987-1988) 

1 

102^(1991-1992) 

103""  (1993-1994) 

3 

3 

3 

104*  (1995-19%) 

2 

2 

1 

105*  (1997-1998) 

TOTAL 

(1931-1998) 

9  7 

7 

32 

29 

17 

Source:  House  Final  Calendars  for  the  Congresses  indicated.  Beth,  Discharge  Rule:  Procedure,  pp.  86-89.  Table  1. 

^Includes  action  on  alternate  meastires,  where  identifiable.  A  discharge  petition  is  "entered"  on  the  discharge  caleitdar  w*en  it 
receives  the  signatures  of  218  Members. 


^Includes  became  public  law,  if  a  bill  or  joint  resohition;  was  submitted  to  the  states  for  ratification,  if  a  constitutional  amendment; 
was  agreed  to  by  the  House,  if  a  House  resolution;  and  was  finally  agreed  to  by  both  chambers,  if  a  concurrent  resohition. 
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Number  of  Signatures  on  Discharge  Petitions 

Prior  to  the  103"*  Congress  (1993-1994),  the  names  of  Members  signing  a 
discharge  petition  were  treated  as  confidential  unless  the  full  required  number  of 
Members  signed,  in  which  case  the  names  were  (as  now)  printed  in  the  Congressional 
Record}^  Pursuant  to  an  amendment  to  the  rule  adopted  in  1993,  names  of  those 
signing  discharge  petitions  are  printed  in  the  last  issue  of  the  Record  for  each  week. 
Also,  the  names  of  signers  of  discharge  petitions  are  available  through  the  Office  of 
the  Clerk.  The  listings  in  the  Record  identify  discharge  petitions  only  by  the  number 
of  the  measure  against  which  they  are  filed;  their  subjects  are  set  forth  in  the  index 
entry  for  "Discharge"  in  the  House  Calendar}^ 

Tables  5  through  7  list  all  the  discharge  petitions  filed  in  the  103"*  through  105* 
Congresses  (respectively).  Each  petition  is  identified  by  ( 1 )  its  number,  (2)  the  special 
rule,  if  any,  that  it  proposes  to  bring  to  the  floor,  and  (3)  the  number  and  subject  of 
the  underlying  measure  that  it  proposes  ultimately  to  bring  to  the  floor.  These  listings 
enable  identification  of  what  subjects  have  been  addressed  by  discharge  attempts 
during  the  past  three  Congresses. 

For  each  Congress,  discharge  petitions  are  listed  in  order  of  the  number  of 
signatures  they  obtained.  These  three  tables  offer  a  sense  of  the  range  of  support  that 
discharge  petitions  may  attract.  The  tables  also  note  the  date  on  which  each  petition 
was  filed,  on  the  ground  that  the  number  of  signatures  obtained  may  be  affected  by 
how  late  in  the  Congress  the  discharge  process  was  initiated.  Where  known,  certain 
other  circumstances  that  may  have  affected  the  number  of  signatures  obtained  are  also 
noted. 

Examination  of  these  tables  shows  that  the  levels  of  support  discharge  petitions 
obtain  have  fallen  into  groupings  fairly  clearly  separated  in  size.  A  first  grouping 
includes  the  three  petitions  in  the  1 03"*  Congress  that  gained  more  signatures  than  the 
strength  of  the  minority  party.  Two  of  these  attained  the  full  2 1 8  signatures;  the  third, 
on  the  "A  to  Z"  spending  reduction  measure,  fell  short  of  that  level  because  of  an 
active  counter-campaign  by  the  leadership. Petitions  that  reach  this  level  of  support 


"*0n  this  change  in  rules,  see  Subcommittee  on  Rules  of  the  House,  Discharge  Petition 
Disclosure. 

'^They  may  be  examined  by  request  at  the  Legislative  Resource  Center,  Office  of  the  Cleric, 
B 1 06  Cannon  House  Office  Building.  For  the  current  and  the  immediately  previous  Congress, 
they  are  also  posted  on  the  Clerk's  web  site  at: 

http://clerkweb.  house.gov/lrc/pd/petitions/petitions. htm. 

Calendars  of  the  United  States  House  of  Representatives  and  History  of  Legislation  is 
published  by  the  Clerk  of  the  House  and  distributed  to  congressional  offices  each  day  the 
House  is  in  session.  Its  index  appears  in  the  first  issue  published  during  each  week.  The 
contents  of  this  document  are  cumulative  throughout  the  Congress,  so  that  the  final  edition  for 
each  Congress  is  a  useful  compilation  of  information  about  its  actions. 

'^George  Hager,  "Appeal  of 'A  to  Z'  Puts  Leaders  in  a  Precarious  Position,"  Congressional 
Quarterly  Weekly  Report,  vol.  52,  June  25,  1994,  pp.  1681-1684.  George  Hager,  George, 

(continued...) 
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evidently  must  draw  at  least  some  support  from  each  party,  and  therefore  may  be 
most  likely  to  appear  on  legislation  favored  by  a  bipartisan  coalition. 

A  second  grouping  of  16  petitions  begins  with  those  signed  by  about  as  many 
Members  as  the  minority  party  commands  seats  in  the  chamber.  House  records  do 
not  identify  the  party  of  signers,  but  this  level  of  support  suggests  a  discharge  effort 
that  may  have  been  backed  by  an  essentially  united  minority  party.  Especially  in  the 
1 03"*  Congress,  a  series  of  other  petitions  exhibited  support  levels  gradually  declining 
from  this  level  to  about  1 00.  Many  petitions  that  achieve  these  levels  of  support  may 
also  be  ones  favored  principally  by  the  minority  party,  if  not  unanimously,  then  at  least 
by  a  majority  thereof. 

During  the  three  Congresses  covered,  only  one  petition  received  between  65  and 
95  signatures.  Thirteen,  by  contrast,  received  between  30  and  65  signatures. 
Whether  or  not  the  signers  drew  principally  from  a  single  party  in  the  House,  petitions 
in  this  grouping  cannot  be  associated  with  party  in  the  same  sense  as  may  some  in  the 
previous  grouping,  inasmuch  as  their  level  of  support  could  not  constitute  a  majority 
of  either  party.  This  level  of  support  nevertheless  represents  a  potentially  significant 
segment  of  the  House,  so  that  it  may  often  be  appropriate  to  view  these  petitions  as 
representing  factional  discharge  efforts. 

Of  the  rtanaining  15  petitions,  eight  obtained  between  seven  and  26  signatures, 
and  seven  obtained  three  or  fewer.  Many  of  these  can  perhaps  be  imderstood 
essentially  as  individuahstic  discharge  efforts.  These  observations,  of  course,  cannot 
be  taken  as  ensuring  that  discharge  petitions  in  future  Congresses  will  display  any 
similar  groupings  by  number  of  signatures. 


"(...continued) 

"Gephardt  Pledges  Votes  on  Cuts  As  'A  to  Z'  Holds  at  204  Signers,"  Congressional 
Quarterly  Weekly  Report,  vol.  52,  July  2,  1994,  p.  1773. 
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Table  5.  Discharge  Petitions  in  the  103"*  House  (1993-1994), 
by  Number  of  Signatures 


Measure  Subjected  to  Discharge 


h 

t  Petition 
-  Number 

k 

Date 

Special 
Rule 
(If  Any) 

Underlying  Measure 

Final 

Number  of 

FUed 

Number 

Subject 

Signatures 

2 

5/27/93 

H.Res.  134 

Public  discharge  signatures 

218 

14 

2/24/94 

H.Res.  331 

H.J.Res. 
103 

Balanced  budget 
constitutional  amendment 

218 

16 

5/4/94 

H.Res.  407 

H.R.  3266 

Spending  reductions 
("A  to  Z  bill") 

204 

25 

8/3/94 

H.Res.  489 

H.R.  410 

Unfunded  mandates 

173 

13 

2/9/94 

H.Res.  281 

Sense  of  House  on  child 
pornography 

167 

21 

5/26/94 

H.Res.  405 

S. 1458 

Aircraft  manufacturer 
liability 

160 

23 

6/29/94 

H.R.  3875 

Protect  property  against 
environmental  enforcement 
(wetlands,  species) 

149 

17 

5/4/94 

H.Res.  368 

H.R.  3500 

Welfare  reform 

147 

18 

5/1 1/94 

H.Res  402 

H.R.  300 

Social  security  earnings  test 

133 

11 

1/26/94 

H.Res.  247 

Point  of  order  against 
retroactive  taxes 

128 

1 

5/11/93 

... 

H.R.  493 

Line  item  rescission 

127 

12 

2/9/94 



H.R.  3261 

Internal  Revenue  Service 
(IRS)  staff  liability  for 
litigation  awards 

116 

3 

7/1/93 

H.J.Res. 
38 

Term  limits  constitutional 
amendment 

109 

10 

11/21/93 

H.Res.  295 

H.R.  2672 

Crime 

107 

19 

5/17/94 

H.Res.  415 

H.R.  830 

Judicial  review  of 
Regulatory  Flexibility  Act 
compliance 

102 

4 

9/23/93 

H.J.Res.  9 

Balanced  budget 
constitutional  amendment 

97 

15 

3/24/94 

H.Res.  382 

H.R.  65 

Military  disability  and 
retirement 

54 
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Undertvine  Measurev 

Final 

Number  of 
Signatures 

5 

9/28/93      -  -  - 

H.Res.  156 

Debt  limit 

53 

22 

6/22/94      H.Res.  409 

H.R.  3835 

Advisory  referendum  on 
term  limits 

52 

26 

8/5/94       H.Res.  472 

H.R.  3801 

Congressional  reform 

49 

a 

9 

10/19/93  --- 

H.Res.  227 

Somalia  withdrawal 

47 

6 

10/7/93 

H.R.  1025 

Handgun  regulation 

10 

20 

5/25/94 

HJ.Res. 
131 

Pearl  Harbor  remembrance 
day 

7 

2 

7/12/94      H.Res.  459 

H.R.  3266 

Spemiing  reductions 
("AtoZbiU") 

2 

7 

10/14/93  --- 

H.J.Res. 
146 

Term  limits  constitutional 
amendment 

1 

8 

10/14/93 

H.Res.  125 

House  reform 

1 

SOURCE:  See  Table  7. 
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Table  6.  Discharge  Petitions  in  the  104"'  House  (1995-1996), 
by  Number  of  Signatures 


Measure  Subjected  to  Discharge 


Petition 

Date 

Special 

Rule 

afAny) 

Underlying  Measure 

Final 

Number  of 

Number 

FUed 

Number 

Subject 

Signatures 

8 

1/24/96 

H.Res.  292 

H.R.  2409 

Debt  limit 

173 

6 

11/17/95 

H.Res.  242 

H.R  2261 

Lobbying;  gift  ban 

88 

2 

3/22/95 

H.Res.  1 1 1 

H.R.  807 

International  Monetary  Fund 
(IMF)  assistance  to  Mexico 

55 

15 

7/17/96 

H.Res.  466 

H.R.  2275 

Endangered  species 
amendments 

51 

12 

3/21/96 

H.Res.  373 

H.R.  2566 

Campaign  finance 

46 

13 

6/25/96 

H.Res.  443 

H.R.  1627 

Insecticide,  fiingicide  and 
rndentiride  rFFFR 

amendments;  food,  drug,  and 
cosmetic  amendments 

41 

1 

3/15/95 

... 

H.R.  125 

Repeal  assault  weapon  ban 

26 

9 

1/30/96 

H.Res.  333 

H.R.  2530 

Budget  balai:cing 

25 

4 

5/3/95 

H.Res.  127 

H.Res.  40 

Gift  ban 

23 

7 

11/9/95 

H.Res.  246 

H.R.  302 

Debt  limit 

17 

14 

6/27/96 

H.Res.  425 

H.R.  2915 

Welfare  reform 

16 

11 

3/7/96 

H.Res.  364 

H.R.  125 

Repeal  assault  weapon  ban 

3 

5 

11/7/95 

H.Res.  240 

H.R. 1710 

Terrorism 

2 

10 

3/7/96 

H.Res.  210 

H.R.  464 

Repeal  assault  weapon  ban 

3 

4/5/95 

H.R.  920 

Repeal  Violent  Crime 
Control  and  Law 
Enforcement  Act  of  1994 

1 

SOURCE:  See  Table  7. 
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Table  7.  Discharge  Petitions  in  the  105*"  House  (1997-1998), 
by  Number  of  Signatures 


Subject,... 


f^nmberof 
ignatom 


3 

10/24/97 

H.Res.  259 

H.R.  1366 

Campaign  finance 

191^^ 

7 

7/20/98 

H.Res.  486 

H.R.  3605 

Patients'  rights 

189^ 

4 

6/11/98 

H.R.  306 

Genetic  discrimination 

64 

6 

6/25/98 

H.Res.  473 

H.R.  3580 

Siq)plemental  appropriations 

45 

9/11/97 

H.Res. 
141 

Presidents'  Day  holiday 

40 

2 

10/9/97 

H.R.  1984 

Air  quality  standards 
moratorium 

31 

5 

6/23/98 

H.Res.  467 

H.R.  3526 

Campaign  finance 

8 

8 

9/17/98 

H.R.  836 

Fihpino  miUtary  service 

1 

SOURCE:  Records  of  discharge  petitions  in  the  Legislative  Resources  Center,  Office  of  the  Clerk 
of  the  House,  B106  Camion  House  Office  Building.  Additional  information  was  drawn  fix)m  the 
House  Final  Calendar  and  the  Legislative  Information  System  of  the  U.S.  Congress  for  the 
in  question. 


*  Sixteen  additional  Members  signed  and  later  withdrew  their  signatures. 
°  One  additional  Member  signed  and  later  withdrew  the  signature. 


62-971  00-4 
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Mr.  Waxman.  It  has  happened. 
Mr.  Greenwood.  It  has  happened. 

We  thank  the  witnesses  for  your  tenacity  and  your  fortitude  to 
stay  here  for  at  least  3  hours.  We  figure  that  during  the  3  hours 
we  Ustened  to  you  for  40  minutes  and  you  Hstened  to  us  for  3  hours 
and  20  minutes,  but  we  thank  you  for  that,  and  you  are  excused 
now,  please. 

Mr.  BiLiRAKis.  I  join  in  my  gratitude  to  Mrs.  Lewis  and  Dr. 
Braun,  and  would  now  invite  the  second  panel  to  come  forward  fi- 
nally. May  we  have  order,  please? 

Ms.  Bonnie  Washington,  director  of  the  Office  of  Legislation, 
Health  Care  Financing  Administration,  accompanied  by  Dr.  Jack 
Hoadley,  who  is  director  of  the  Division  of  Health  Financing  Policy; 
and  Dr.  William  J.  Scanlon,  director  of  Health  Financing  and  Pub- 
lic Health  Issues  with  the  General  Accounting  Office.  Welcome,  Ms. 
Washington  and  Drs.  Hoadley  and  Scanlon. 

Again,  your  written  statement  is  a  part  of  the  record.  We  are 
going  to  set  the  clock  at  5  minutes.  You  know,  we  are  obviously 
running  behind  because  we  had  those  two  votes  and  what  not.  I 
certainly  will  not  plan  to  cut  you  off  if  you  need  an  extra  minute 
or  2  or  3.  So  we  will  start  off  with  Ms.  Washington.  Please  proceed. 

STATEMENTS  OF  BONNIE  WASHINGTON,  DIRECTOR,  OFFICE 
OF  LEGISLATION,  HEALTH  CARE  FINANCING  ADMINISTRA- 
TION, ACCOMPANIED  BY  JACK  HOADLEY,  DIRECTOR,  DIVI- 
SION OF  HEALTH  FINANCING  POLICY;  AND  WILLIAM  J. 
SCANLON,  DIRECTOR,  HEALTH  FINANCING  AND  PUBLIC 
HEALTH  ISSUES,  GENERAL  ACCOUNTING  OFFICE 

Ms.  Washington.  Thank  you.  Chairman  Bilirakis,  Congressman 
Waxman,  and  other  distinguished  subcommittee  members.  Thank 
you  for  inviting  us  here  today  to  discuss  the  need  to  provide  pre- 
scription drug  coverage  in  Medicare. 

All  beneficiaries  need  access  to  an  affordable  drug  benefit.  Phar- 
maceuticals are  as  essential  today  as  hospital  care  was  when  Medi- 
care was  created,  but  too  many  people  are  missing  out.  As  many 
people  lack  drug  coverage  today  as  lacked  hospital  coverage  when 
Medicare  was  created.  Three  out  of  five  Medicare  beneficiaries  do 
not  have  dependable  coverage,  and  only  half  have  coverage  the 
whole  year  through.  One-third  of  Medicare  beneficiaries  have  no 
drug  coverage  at  all. 

Beneficiaries  without  coverage  are  forced  to  pay  full  retail  prices 
out  of  their  own  pockets  because  they  do  not  get  the  generous  dis- 
counts that  are  offered  to  large  purchasers.  The  result  is  that  many 
beneficiaries  go  without  the  medicine  they  need  to  keep  them 
healthy  and  out  of  the  hospital. 

Coverage  is  not  just  a  problem  for  the  poor.  More  than  half  of 
the  beneficiaries  who  don't  have  coverage  for  drugs  have  incomes 
above  150  percent  of  poverty.  Those  with  coverage  are  often  finding 
that  it  costs  more  and  covers  less  over  time,  and  for  some  bene- 
ficiaries it  is  disappearing  altogether  as  employers  drop  retiree  cov- 
erage. Clearly,  all  beneficiaries  need  access  to  affordable  drug  cov- 
erage. 

The  President  has  identified  four  key  principles  that  a  Medicare 
drug  benefit  must  meet.  First,  it  must  be  a  voluntary  benefit  avail- 
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able  to  all  beneficiaries,  because  access  can  be  a  problem  for  all 
kinds  of  beneficiaries. 

The  benefit  must  have  competitive  and  efficient  administration, 
be  integrated  into  the  Medicare  benefit  package,  but  use  the  pri- 
vate sector  to  deliver  it. 

It  must  be  affordable  for  both  beneficiaries  and  taxpayers.  This 
means  providing  enough  assistance  so  almost  all  beneficiaries  par- 
ticipate. Otherwise,  mostly  those  with  high  drug  costs  would  enroll, 
and  the  benefit  would  become  unaffordable  and  eventually  become 
unsustainable. 

Finally,  the  benefit  must  ensure  access  to  all  medications  that 
physicians  deem  to  be  medically  necessary,  and  it  also  must  en- 
courage high  quality  care  with  quality  standards  such  as  protec- 
tions against  medication  errors. 

The  President's  plan  meets  those  principles.  It  is  voluntary,  and 
it  is  managed  by  private  sector  pharmacy  benefit  managers.  It  is 
affordable,  with  a  50  percent  premium  subsidy  and  extra  help  for 
low  income  beneficiaries.  And  Mrs.  Lewis  should  know  that  the 
President's  plan  guarantees  that  HMOs  like  hers  will  be  able  to 
continue  to  provide  the  drug  coverage  that  she  depends  on.  Right 
now,  as  you  know,  many  HMOs  don't,  and  many  that  do  have  been 
cutting  back  or  raising  the  premiums  for  that  coverage. 

Chairman  Biiirakis,  we  have  broad  consensus  that  we  must  act 
to  establish  a  Medicare  drug  benefit  that  everyone  can  count  on. 
We  have  a  growing  budget  surplus  and  dramatic  improvements  in 
Trust  Fund  solvency.  We  have  a  historic  opportunity  to  strengthen 
and  modernize  the  Medicare  program  and  keep  our  commitment  to 
meet  the  medical  needs  of  the  elderly  and  the  disabled. 

Thank  you  again  for  inviting  us  to  be  here,  and  we  look  forward 
to  continuing  to  work  with  this  committee  on  proposals  to  mod- 
ernize Medicare.  Dr.  Hoadley  and  I  would  be  happy  to  answe**  any 
questions  that  you  have. 

[The  prepared  statement  of  Bonnie  Washington  follows:! 

Prepared  Statement  of  Bonnie  Washington,  Director,  Office  of  Legislation, 

HCFA 

Chairman  Biiirakis,  Congressman  Brown,  distinguished  Subcommittee  members, 
thank  you  for  inviting  us  to  discuss  the  need,  and  our  proposal,  to  provide  prescrip- 
tion drug  coverage  for  Medicare  beneficiaries. 

We  must  act  now  to  ensure  that  all  beneficiaries  have  an  affordable  prescription 
drug  benefit.  Pharmaceuticals  are  as  essential  to  modem  medicine  today  as  hospital 
care  was  when  Medicare  was  created. 

Lack  of  prescription  drug  coverage  among  senior  citizens  and  people  with  disabil- 
ities today  is  similar  to  the  lack  of  hospital  coverage  among  senior  citizens  when 
Medicare  was  created.  Three  out  of  five  lack  dependable  coverage.  Only  half  of  bene- 
ficiaries have  year-round  coverage,  and  one  third  have  no  drug  coverage  at  all.  They 
must  pay  for  essential  medicines  fully  out  of  their  own  pockets,  and  are  forced  to 
pay  full  retail  prices  because  they  do  not  get  the  generous  discounts  offered  to  insur- 
ers and  other  large  purchasers.  The  result  is  that  many  go  without  the  medicines 
they  need  to  keep  them  healthy  and  out  of  the  hospital. 

Drug  coverage  is  not  just  a  problem  for  the  poor.  More  than  half  of  beneficiaries 
who  lack  coverage  have  incomes  above  150  percent  of  the  federal  poverty  level 
(above  $17,000  for  an  elderly  couple).  Even  those  with  most  types  of  coverage  find 
it  costs  more  and  covers  less.  Copayments,  deductibles  and  premiums  are  up.  And 
coverage  is  often  disappearing  altogether  as  former  employers  drop  retiree  coverage 
and  Medigap  is  not  available  to  everyone.  Clearly  all  beneficiaries  need  access  to 
affordable  prescription  drug  coverage. 
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KEY  PRINCIPLES 

The  President  has  identified  four  key  principles  that  a  Medicare  drug  benefit 
must  meet. 

•  It  must  be  a  voluntary  benefit  accessible  to  all  beneHciaries.  Since  access 

is  a  problem  for  beneficiaries  of  all  incomes,  ages,  and  areas,  we  must  not  limit 
a  Medicare  benefit  to  a  targeted  group. 

•  It  must  be  affordable  to  beneHciaries  and  the  program.  We  must  provide 

assistance  so  almost  all  beneficiaries  participate.  Otherwise,  primarily  those 
with  high  drug  costs  would  enroll  and  the  benefit  would  become  unafTordable. 

•  It  must  have  a  competitive  and  efficient  administration.  We  must  integrate 

the  benefit  into  Medicare  but  use  the  private  sector  to  deliver  it. 

•  It  must  ensure  access  to  needed  medications  and  encourage  high-quality 

care.  Beneficiaries  must  have  access  to  the  medications  that  their  physicians 
deem  to  be  medically  necessary,  and  they  must  have  the  assurance  of  minimum 
quality  standards,  including  protections  against  medication  errors. 
The  President's  plan  meets  these  principles. 

•  Beneficiaries  will  have  access  to  an  optional  drug  benefit  through  either  tradi- 

tional Medicare  or  Medicare  managed  care  plans.  Those  with  retiree  coverage 
can  keep  it. 

•  Premiums  will  be  affordable,  with  extra  assistance  for  those  with  low-incomes. 

•  There  will  be  no  price  controls  or  new  bureaucracy;  instead,  the  new  benefit  will 

be  offered  through  private  pharmacy  benefit  managers  who  can  efficiently  nego- 
tiate fair  prices.  All  qualified  pharmacies  will  be  allowed  to  participate. 

•  Beneficiaries  can  get  all  drugs  prescribed  by  their  physicians  from  private  benefit 

managers  who  meet  minimum  quality  standards. 
We  have  broad  consensus  that  we  must  act  now  to  establish  a  drug  benefit  for 
Medicare  beneficiaries.  We  have  an  historic  opportunity  provided  by  the  growing 
budget  surplus  and  dramatic  improvements  in  Medicare  Trust  Fund  solvency.  We 
have  an  obligation  to  keep  our  commitment  to  meet  the  medical  needs  of  seniors 
and  the  disabled.  And  this  can  only  be  done  by  making  a  voluntary,  affordable,  ac- 
cessible, competitive,  efficient,  quality  drug  benefit  available  to  all  beneficiaries,  as 
proposed  by  the  President,  in  the  context  of  Medicare  reform. 

BACKGROUND 

Prescription  drugs  can  prevent,  treat,  and  cure  more  diseases  than  ever  before, 
both  prolonging  and  improving  the  quality  of  life.  Proper  use  should  minimize  hos- 
pital and  nursing  home  stays,  and  may  help  decrease  the  total  cost  of  care. 

Recognizing  that  prescription  drugs  are  essential  to  modem  medicine,  the  private 
sector  now  includes  outpatient  drug  coverage  as  a  standard  benefit  in  almost  all 
policies.  Further,  all  plans  in  the  Federal  Employees  Health  Benefits  Program  are 
required  to  offer  a  prescription  drug  benefit.  No  one  would  design  Medicare  today 
without  including  coverage  for  prescription  drugs.  Prescription  drugs  are  particu- 
larly important  for  seniors  and  disabled  Americans,  who  often  take  several  drugs 
to  treat  multiple  conditions.  All  across  the  country,  Medicare  beneficiaries  are  suf- 
fering physical  and  financial  harm  because  they  lack  coverage. 

Current  coverage  for  prescription  drugs  for  Medicare  beneficiaries  is  incomplete 
and  unreliable,  as  shown  by  data  based  on  the  Medicare  Current  Beneficiary  Survey 
(MCBS).  The  MCBS  is  used  to  gather  data  on  prescription  drug  coverage  and  spend- 
ing. Although  that  survey  only  provides  information  through  1995,  we  have  used  ad- 
ditional information  that  allows  us  to  discuss  some  disturbing  trends  since  that 
time. 

We  project  that  this  year  more  than  half  of  Medicare  beneficiaries  will  use  pre- 
scription drugs  costing  $500  or  more,  and  38  percent  will  spend  more  than  $1000. 
Each  year,  about  85  percent  of  Medicare  beneficiaries  fill  at  least  one  prescription. 
Yet  one  third  of  beneficiaries  have  no  coverage  for  drugs  at  all.  And,  in  1996,  more 
than  half  did  not  have  drug  coverage  for  the  entire  year. 

About  half  of  the  beneficiaries  without  coverage  have  incomes  above  150  percent 
of  poverty,  demonstrating  that  this  is  not  just  a  low-income  problem.  All  these  bene- 
ficiaries are  forced  to  pay  excessively  high  costs  for  needed  prescriptions  because 
they  do  not  get  the  deep  discounts  offered  only  to  insurers  and  other  large  pur- 
chasers. 

This  situation  is  worse  for  the  10  million  Medicare  beneficiaries  who  live  in  rural 
areas.  Nearly  half  of  these  beneficiaries  have  absolutely  no  drug  coverage.  They 
have  less  access  to  employer-based  retiree  health  insurance  because  of  the  job  struc- 
ture in  rural  areas.  And  three-quarters  of  rural  beneficiaries  do  not  have  access  to 
Medicare+Choice  plans  and  the  drug  coverage  that  many  of  these  plans  provide. 


97 


In  1995,  about  30  percent  of  Medicare  beneficiaries  had  private  sector  coverage 
offered  by  former  employers  to  retirees.  And  this  coverage  is  eroding.  The  number 
of  firms  with  500  or  more  employees  offering  retiree  health  coverage  dropped  40  per- 
cent in  1994  to  30  percent  in  1998,  according  to  the  employee  benefits  research  firm 
Mercer/Foster  Higgins  (numbers  for  small  firms  would  be  even  lower). 

The  true  impact  of  this  trend  has  not  yet  been  realized,  because  some  employers' 
decisions  to  drop  coverage  apply  only  to  future  retirees.  Furthermore,  a  recent  sur- 
vey prepared  for  the  Kaiser  Family  Foundation  reported  that  40  percent  of  large 
employers  would  consider  cutting  back  on  prescription  drug  coverage  in  the  next 
three  to  five  years.  As  today's  workers  retire,  the  population  of  Medicare  bene- 
ficiaries with  access  to  retiree  coverage  is  likely  to  be  well  below  the  levels  reported 
in  our  surveys. 

About  one  in  six  Medicare  beneficiaries  today  are  enrolled  in  Medicare+Choice 
plans,  most  of  which  include  some  drug  coverage.  Although  Medicare+Choice  plans 
are  only  required  to  provide  the  traditional  Medicare  benefit  package,  the  majority 
of  them  also  provide  prescription  drugs,  which  is  one  reason  why  they  have  been 
popular  with  Medicare  beneficiaries. 

Nearly  one-third  of  all  beneficiaries,  however,  lack  a  Medicare+Choice  option  be- 
cause they  live  in  areas  where  there  are  no  plans.  And  where  plans  are  available,  - 
they  have  been  raising  premiums  and  copayments  for  drugs,  while  lowering  caps  on 
drug  coverage.  In  2000,  three  quarters  of  plans  cap  benefit  payments  at  or  below 
$1000,  and  nearly  one-third  of  plans  cap  coverage  at  $500  or  less,  even  though  the 
majority  of  Medicare  beneficiaries  use  prescription  drugs  costing  $500  or  more  each 
year. 

A.bout  one  in  eight  Medicare  beneficiaries  have  drug  coverage  through  Medicaid. 
Eligibility  for  Medicaid,  however,  is  restricted  to  beneficiaries  under  1009c  of  pov- 
erty, and  the  majority  of  beneficiaries  eligible  for  such  coverage — 60  percent — are 
not  enrolled  in  the  program.  This  enrollment  problem  persists  despite  increasing 
outreach  efforts  to  enroll  those  who  are  eligible. 

Roughly  one  in  ten  Medicare  beneficiaries  obtain  drug  coverage  from  a  supple- 
mental Medigap  plan.  Medigap  coverage,  however,  is  expensive  and  its  availability 
is  not  guaranteed  except  right  after  a  beneficiary  turns  65. 

Costs  for  these  policies  are  rising  rapidly,  by  35  percent  between  1994  and  1998, 
according  to  Consumer  Reports,  in  part  because  those  being  covered  this  way  are 
less  healthy  than  the  average  beneficiary.  The  General  Accounting  Office  (GAO) 
found  that  almost  half  of  all  Medigap  insurers  implemented  substantial  increases 
in  1996  and  1997,  with  AARP — one  of  the  largest  Medigap  providers,  and  the  only 
one  offering  a  community-rated  policv  covering  prescription  drugs — increasing  rates 
by  8.5  percent  in  1997,  10.9  percent  in  1998,  and  9.4  percent  in  1999. 

The  GAO  also  found  that  Medigap  premiums  for  plans  that  include  drug  coverage 
vary  widely,  both  within  and  across  States.  For  example,  premiums  charged  to  a  65- 
year-old  beneficiary  for  the  standardized  "I"  Medigap  plan  ranged  from  $991  to 
$5,943  in  1999.  And  the  average  premium  for  the  standardized  "H"  Medigap  plan 
ranges  from  $1,174  in  Virginia  to  $2,577  in  Georgia. 

Furthermore,  premiums  for  Medigap  coverage  can  increase  with  age  in  most 
States.  In  some  parts  of  the  country,  beneficiaries  over  age  75  are  pajdng  more  than 
$100  per  month  for  a  plan  with  drug  coverage  over  and  above  the  premium  for  a 
comparable  plan  without  drug  coverage.  This  occurs  despite  the  fact  that  the  max- 
imum annual  pa3Tnent  for  drug  costs  in  the  "H"  and  "I"  plans  is  onl}^  $1250  per 
year,  barely  over  $100  a  month. 

THE  PRESIDENT'S  PLAN 

The  President  has  proposed  a  comprehensive  Medicare  reform  plan  that  includes 
a  voluntary,  affordable,  accessible,  competitive,  efficient,  quality  drug  benefit  that 
will  be  available  to  all  beneficiaries.  The  President's  plan  also  dedicates  over  half 
of  the  on-budget  surplus  to  Medicare  and  extends  the  life  of  the  Medicare  Trust 
Fund  to  at  least  2025.  It  also  improves  preventive  benefits,  enhances  competition 
and  use  of  private  sector  purchasing  tools,  helps  the  uninsured  near  retirement  age 
buy  into  Medicare,  and  strengthens  program  management  and  accountability. 

The  President's  drug  benefit  proposal  makes  coverage  available  to  all  bene- 
ficiaries, regardless  of  their  incomes.  The  hallmark  of  the  Medicare  program  since 
its  inception  has  been  its  social  insurance  role — everyone,  regardless  of  income,  is 
entitled  to  the  same  basic  package  of  benefits.  This  is  a  significant  factor  in  the  un- 
wavering support  for  the  program  from  the  American  public  and  must  be  preserved. 
All  workers  pay  taxes  to  support  the  Medicare  program  and  therefore  all  bene- 
ficiaries should  have  access  to  a  new  drug  benefit. 
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A  universal  benefit  also  helps  ensure  that  enrollment  is  not  dominated  by  those 
with  high  drug  costs  (adverse  selection),  which  would  make  the  benefit  unaffordable 
and  unsustainable.  And,  as  I  described  earlier,  lack  of  drug  coverage  is  not  a  low- 
income  problem — beneficiaries  of  all  incomes  face  barriers. 

The  benefit  is  completely  voluntary.  If  beneficiaries  have  what  they  think  is  better 
coverage,  they  can  keep  it.  And  the  President's  plan  includes  assistance  for  employ- 
ers offering  retiree  coverage  that  is  at  least  as  good  as  the  Medicare  benefit  to  en- 
courage them  to  offer  and  maintain  that  coverage.  This  will  help  to  minimize  dis- 
ruptions in  parts  of  the  market  that  are  working  effectively,  and  it  is  a  good  deal 
for  beneficiaries,  employers,  and  the  Medicare  program. 

We  expect  that  most  beneficiaries  will  choose  this  new  drug  option  because  of  its 
attractiveness,  affbrdability,  and  stability. 

For  beneficiaries  who  choose  to  participate.  Medicare  will  pay  half  of  the  monthly 
premium,  with  beneficiaries  pajang  an  estimated  $26  per  month  in  2003.  The  inde- 
pendent HCFA  Actuary  has  concluded  that  at  least  50  percent  of  the  premium  must 
be  subsidized  in  order  to  ensure  adequate  participation.  A  lesser  subsidy  would  re- 
sult in  adverse  selection  and  thus  an  unaffordable  and  unsustainable  benefit. 

Under  the  President's  plan,  Medicare  will  pay  half  the  cost  of  each  prescription, 
with  no  deductible.  The  benefit  will  cover  up  to  $2,000  of  prescription  drugs  when 
coverage  begins  in  2003,  and  increase  to  $5,000  by  2009,  with  a  50  percent  bene- 
ficiary coinsurance.  Aff;er  that,  the  dollar  amount  of  the  benefit  cap  will  increase 
each  year  to  keep  up  with  inflation. 

For  beneficiaries  with  higher  drug  costs,  they  will  continue  to  receive  the  dis- 
counted prices  negotiated  by  the  private  benefit  managers  after  they  exceed  the  cov- 
erage cap.  And,  to  help  beneficiaries  with  the  highest  drug  costs,  we  are  setting 
aside  a  reserve  of  $35  billion  over  the  next  10  years,  with  funding  beginning  in 
2006.  It  will  be  available  so  that  Congress  and  the  Administration  can  work  in  col- 
laboration to  design  protections  for  those  with  the  greatest  need. 

Benefit  managers,  such  as  pharmacy  benefit  manager  firms  and  other  eligible 
companies,  will  administer  the  prescription  drug  benefit  for  beneficiaries  in  the  tra- 
ditional Medicare  program.  These  entities  will  bid  competitively  for  regional  con- 
tracts to  provide  the  service,  and  we  will  review  and  periodically  re-compete  those 
contracts  to  ensure  that  there  is  healthy  competition.  The  drug  benefit  managers — 
not  the  government — will  negotiate  discounted  rates  with  drug  manufacturers,  as 
they  do  now  in  the  private  sector.  We  want  to  give  beneficiaries  a  fair  price  that 
the  market  can  provide  without  a  statutory  fee  schedule  or  price  controls. 

The  drug  benefit  managers  will  have  to  meet  access  and  quality  standards,  such 
as  implementing  aggressive  drug  utilization  review  programs.  And  their  contracts 
with  the  government  will  include  incentives  to  keep  costs  and  utilization  low. 

In  general,  all  therapeutic  classes  of  drugs  will  be  covered.  Each  drug  benefit 
manager  will  be  allowed  to  establish  a  formulary,  or  list  of  covered  drugs.  They  will 
have  to  cover  off-formulary  drugs  when  a  physician  requests  a  specific  drug  that  is 
not  on  the  formulary.  Coverage  for  the  handful  of  drugs  that  are  now  covered  by 
Medicare  will  continue  under  current  rules  and  will  not  be  included  in  the  new  drug 
benefit  package. 

And  Medicare+Choice  plans  will  benefit  from  the  President's  Plan.  Beneficiaries 
enrolled  in  Medicare+Choice  plans  will  receive  this  optional  coverage  through  those 
plans,  and  the  plans  will  use  their  existing  management  tools  to  negotiate  prices 
and  formularies.  In  some  markets  today,  M+C  plans  offer  prescription  drug  coverage 
using  the  excess  from  pa3mients  intended  to  cover  basic  Medicare  benefits.  Under 
the  President's  proposal,  M+C  plans  in  all  markets  will  be  paid  explicitly  for  pro- 
viding a  drug  benefit,  so  they  no  longer  have  to  depend  on  what  the  rate  is  in  a 
given  area  to  determine  whether  they  can  offer  a  benefit.  We  estimate  that  plans 
will  receive  $54  billion  over  10  years  to  pay  for  the  costs  of  drug  coverage. 

We  will  no  longer  see  the  extreme  regional  variation  in  Medicare+Choice  drug 
coverage.  Today,  only  23  percent  of  rural  beneficiaries  with  access  to 
Medicare+Choice  have  access  to  prescription  drugs,  compared  to  86  percent  of  urban 
beneficiaries.  Under  the  President's  plan,  both  rural  and  urban  beneficiaries  will 
have  drug  coverage  available  from  all  Medicare+Choice  plans  in  their  area.  And 
beneficiaries  will  not  lose  their  drug  coverage  if  a  plan  withdraws  from  their  area 
or  if  they  choose  to  leave  a  plan. 

The  President's  budget  proposes  to  pay  for  the  drug  benefit  through  a  combination 
of  premiums  and  dedication  from  the  on-budget  surplus.  Premiums  will  be  collected 
like  Medicare  Part  B  premiums,  as  a  deduction  from  Social  Security  checks  for  most 
beneficiaries  who  choose  to  participate.  Beneficiaries  pay  roughly  half  of  program 
costs. 

Low-income  beneficiaries  would  receive  special  assistance.  States  may  elect  to 
place  those  who  now  receive  drug  coverage  through  Medicaid  in  the  Medicare  drug 
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program  instead,  with  Medicaid  paying  premiums  and  cost  sharing  as  for  other 
Medicare  benefits.  We  would  expand  Medicaid  eUgibiUty  so  that  all  beneficiaries 
with  incomes  up  to  135  percent  of  poverty  would  receive  full  assistance  for  their 
drug  premiums  and  cost  sharing.  Beneficiaries  with  incomes  between  135  and  150 
percent  of  poverty  would  pay  a  partial,  sliding-scale  premium  based  on  their  income. 
The  Federal  government  will  fully  fund  States'  Medicaid  costs  for  the  beneficiaries 
between  100  and  150  percent  of  poverty. 

MEETING  BASIC  PRINCIPLES 

In  any  proposal  to  provide  a  prescription  drug  benefit  for  Medicare  beneficiaries, 
it  is  essential  that  the  key  principles  identified  by  the  President  be  met. 

•  It  must  be  a  voluntary  benefit  accessible  to  all  beneficiaries. 

•  It  must  be  affordable  to  beneficiaries  and  the  program. 

•  It  must  be  competitive  and  efficient. 

•  It  must  ensure  access  to  needed  medications  and  encourage  high-quality  care. 
Unfortunately,  some  of  the  proposals  to  establish  a  Medicare  drug  benefit  fail  to 

meet  one  or  more  of  these  criteria. 

Proposals  that  cover  prescriptions  for  only  some  diseases  fail  to  provide  access  for 
all  beneficiaries  who  need  coverage.  The  number  of  conditions  for  which  effective 
drug  treatments  are  available  is  growing  at  an  unprecedented  pace.  All  beneficiaries 
need  to  know  that  they  will  have  affordable  access  to  the  drugs  they  need  when  they 
need  them. 

Proposals  that  provide  assistance  only  to  low-income  beneficiaries  also  fail  to 
guarantee  access  for  all  beneficiaries.  Most  lacking  drug  coverage  have  incomes 
above  150  percent  of  poverty,  and  it  is  increasingly  difficult  for  them  to  afford  the 
medicines  they  need  as  drug  prices  rise  faster  than  inflation.  It  also  is  essential  that 
we  maintain  the  principle  that  all  Medicare  benefits  are  equally  available  to  all 
beneficiaries.  This  is  a  pillar  of  the  program's  strength  and  overwhelming  support 
among  the  American  people. 

Proposals  with  a  premium  subsidy  of  only  25  percent  would  make  the  benefit 
unaffordable  to  many  low  and  middle-income  beneficiaries  unable  to  shoulder  the 
remaining  75  percent.  As  a  result,  the  benefit  would  attract  a  disproportionate  num- 
ber of  enrollees  with  high  drug  costs.  That  would  drive  up  the  price  of  premiums, 
which  would  further  discourage  those  with  lower  incomes  or  lower  drug  costs  from 
enrolling,  and  in  the  end  result  in  an  unsustainable  program.  As  mentioned  above, 
the  independent  HCFA  actuary  has  concluded  that  a  subsidy  of  at  least  50  percent 
is  essential  to  attract  a  range  of  enrollees  wide  enough  to  maintain  an  adequate  risk 
pool. 

Proposals  with  continuous  or  annual  open  enrollment  periods  would  be  especially 
vulnerable  to  attracting  enrollees  with  high  drug  costs  because  beneficiaries  could 
wait  until  they  had  substantial  drug  costs  before  enrolling.  This  would  exacerbate 
adverse  selection  problems  caused  by  an  inadequate  premium  subsidy. 

Proposals  that  link  a  drug  benefit  to  a  high-option  Medicare  plan  with  additional 
benefits  like  a  stop-loss  for  out-of-pocket  costs  also  make  the  drug  benefit  less  af- 
fordable. Beneficiaries  who  elect  the  high  option  would  have  to  pay  not  only  for  drug 
coverage  but  also  for  all  the  other  higher  costs  of  the  high  option  plan  that  many 
would  not  need,  want,  or  be  able  to  afford. 

Proposals  that  fail  to  establish  private  sector  benefit  managers  everywhere,  and 
instead  merely  allow  private  plans  to  offer  coverage  when  and  where  they  wish,  fail 
to  ensure  access  for  all  beneficiaries.  The  benefit  would  be  available  only  in  regions 
where  Medigap  and  other  private  plans  step  forward  to  offer  it.  Medigap  insurers 
have  already  said  they  would  not  find  stand-alone  drug  policies  an  attractive  busi- 
ness proposition  and  are  currently  offering  drugs  less  frequently.  Medigap  plans  also 
have  little  experience  negotiating  with  drug  manufacturers  and  do  not  pool  the  pur- 
chasing power  of  seniors.  That  could  well  make  the  coverage  unaffordable  for  many 
beneficiaries. 

And,  finally,  proposals  that  do  not  include  a  minimum  or  specified  benefit  design 
cannot  ensure  access  or  high-quality  care.  They  would  allow  insurers  offering  the 
coverage  to  "cherry-pick"  by  tailoring  benefits  in  a  way  that  would  limit  the  value 
of  the  benefit  to  those  with  greater  prescription  drug  needs.  And  they  would  not  en- 
sure that  minimal  safety  protections,  such  as  medication  error  prevention  programs, 
are  in  place. 

CONCLUSION 

The  need  for  a  prescription  drug  benefit  in  Medicare  is  clear.  The  consensus 
across  the  political  spectrum  that  it  should  be  added  is  broad.  The  principles  on 
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which  it  must  be  based  are  strong.  The  opportunity  is  before  us.  The  time  to  act 
is  now. 

I  look  forward  to  working  with  all  of  you  on  this  critical  issue.  I  thank  you  for 
holding  this  hearing,  and  I  am  happy  to  answer  your  questions. 

Mr.  BILIRAKIS.  Thank  you,  Ms.  Washington.  Dr.  Hoadley,  would 
you  Hke  to  add  anything. 
Mr.  Hoadley.  Not  at  this  point. 
Mr.  BILIRAKIS.  Dr.  Scanlon,  please  proceed,  sir. 

STATEMENT  OF  WILLIAM  J.  SCANLON 

Mr.  Scanlon.  Thank  you  very  much,  Mr.  Chairman  and  mem- 
bers of  the  committee.  I  am  very  pleased  to  be  here  as  you  discuss 
options  to  increase  Medicare  beneficiaries'  access  to  prescription 
drugs. 

There  has  been  growing  concern  about  the  gap  in  the  Medicare 
program  created  by  the  lack  of  outpatient  prescription  drug  cov- 
erage, a  gap  which  may  leave  some  of  Medicare's  most  vulnerable 
beneficiaries  unable  to  afford  needed  drugs  or  heavily  burdened  by 
their  cost.  While  you  have  heard  today  much  of  the  statistics  that 
are  in  our  testimony  about  the  lack  of  coverage  for  some  Medicare 
beneficiaries  and  the  fragility  of  coverage  from  others,  I  would  like 
to  add  one  fact  that  I  think  illustrates  some  of  the  tradeoffs  that 
you  have  heard  about  in  terms  of  being  able  to  afford  drugs  or  to 
afford  the  other  necessities  of  life,  a  tradeoff  that  has  consequences 
for  one's  health  potentially. 

And  that  is  that  having  coverage  has  a  significant  impact  on 
your  access  to  drugs.  Medicare  beneficiaries  without  drug  coverage 
but  who  are  sick  tend  to  buy  fewer  drugs  than  their  counterparts 
with  drug  coverage.  Research  shows  that  beneficiaries  in  poor  or 
fair  health,  without  coverage,  spend  30  to  50  percent  less  on  drugs 
than  similar  beneficiaries  with  coverage.  And  that  difference  in 
spending  is  considerable  because,  as  we  have  also  heard,  bene- 
ficiaries with  coverage  are  much  more  likely  to  be  getting  discounts 
on  the  drugs  that  they  purchase. 

Potential  remedies  to  afford  greater  access  to  prescription  drugs 
that  have  been  discussed  have  fallen  into  two  categories.  The  first 
involves  proposals  to  subsidize  an  insurance  benefit,  either  through 
a  publicly  operated  program  or  in  the  form  of  a  drug-only  private 
insurance  policy.  The  second  would  provide  access  to  the  elderly  to 
discounted  prices  available  to  other  purchasers. 

Adding  a  drug  benefit  to  Medicare,  an  example  obviously  of  the 
public  sector  approach,  has  probably  received  the  most  attention. 
Therefore,  in  the  rest  of  my  oral  remarks  I  would  like  to  comment 
on  that  option,  though  I  would  note  at  the  same  time  that  the  issue 
of  designing  and  managing  a  public  drug  benefit  applies  equally  if 
the  program  is  federally  managed  through  Medicare  or  managed  by 
State  government. 

A  fundamental  consideration  in  developing  a  Medicare  prescrip- 
tion drug  benefit  would  be  to  make  the  best  use  of  resources  that 
are  available.  If  you  believe  that  resources  are  limited,  a  first  step 
in  that  regard  would  be  to  target  those  resources  to  provide  the 
greatest  benefit,  potentially  focusing  assistance  on  lower  income 
beneficiaries  who  are  not  eligible  for  Medicaid  or  those  with  larger 
catastrophic  drug  expenses. 
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A  second  major  concern  will  be  how  to  ensure  that  the  program 
dollars  are  spent  efficiently  and  effectively.  Accomplishing  this  will 
be  challenging.  Looking  at  the  experience  of  other  third  party  pay- 
ers who  have  pursued  different  strategies  to  control  their  spending, 
and  thinking  about  how  to  apply  them  in  a  public  program,  illus- 
trates some  of  the  challenge. 

The  world  in  which  the  insured  individuals  purchase  drugs  at  re- 
tail pharmacies,  at  retail  prices,  and  then  seek  reimbursement,  is 
giving  way  to  a  world  in  which  third  party  payers  influence  which 
dmg  is  purchased,  how  much  is  paid  for  it,  and  where  it  is  pur- 
chased. Medicaid  programs  provide  an  example  of  one  approach  to 
cost  control  which  focuses  on  seeking  discounted  prices. 

The  Medicaid  drug  rebate  program  requires  drug  manufacturers 
to  give  State  Medicaid  programs  rebates  for  outpatient  drugs  based 
on  the  lowest  or  best  prices  that  they  charge  other  purchasers. 
While  effective  in  securing  the  Medicaid  programs  billions  in  re- 
bates, the  impact  of  these  discounts  on  the  pharmaceutical  market 
needs  to  be  noted.  Manufacturers'  adjustments  of  prices  and  dis- 
counts following  the  introduction  of  Medicaid  rebates  meant  that 
other  payers  faced  higher  prices. 

The  Medicaid  rebate  approach  has  not  included  techniques  in- 
cluded by  other  payers  to  limit  spending  by  exercising  controls  on 
utilization.  These  other  payers,  including  private  insurers  and 
Medicare-i-Choice  plans,  have  sought  to  manage  their  drug  benefits 
by  attempting  to  control  and  channel  drug  utilization  through  the 
use  of  formularies  and  cost  sharing.  These  mechanisms  not  only 
contribute  to  controlling  use,  but  they  also  allow  payers  to  con- 
centrate purchases  on  selected  drugs  and  thereby  use  purchasing 
power  to  obtain  even  greater  discounts  from  manufacturers. 

Adopting  some  of  these  techniques  with  Medicare  might  provide 
the  potential  for  better  control  of  costs.  However,  how  to  adapt 
them  to  deal  with  the  unique  characteristics  and  enormity  of  the 
Medicare  program  raises  many  questions. 

I  would  like  to  end  my  comments  by  broadening  the  discussion 
a  bit.  Adding  a  drug  benefit  to  Medicare  is  correctly  seen  as  a  mod- 
ernization of  the  Medicare  benefit  package  and  program.  But  how- 
ever we  feel,  you  also  need  to  recognize  there  are  other  and  bigger 
challenges  to  modernizing  Medicare.  That  is  to  make  sure  it  is  suf- 
ficient and  sustainable  to  serve  the  needs  of  the  baby  boom  and  fu- 
ture generations  of  beneficiaries,  and  that  we  can  satisfy  other  so- 
cial needs  and  preferences. 

We  are  in  a  period  of  prosperity.  The  deficit  has  evaporated.  Sur- 
pluses are  projected  for  the  next  10  years.  The  growth  of  Medicare 
spending  has  temporarily  abated.  But,  nevertheless,  we  face  sub- 
stantial challenges  brought  about  by  demographics. 

The  baby  boom  generation  will  add  approximately  30  million  to 
Medicare  rolls  by  2030.  While  those  numbers  alone  might  imply 
huge  increases  in  spending,  the  likely  improvements  in  medical 
service  that  all  will  want  access  to  will  also  create  additional  pres- 
sure. 

We  have  been  aware  of  the  financial  pressures  facing  Medicare. 
However,  they  have  been  discussed  most  often  in  terms  of  the  sol- 
vency of  the  Hospital  Insurance,  HI,  Trust  Fund.  We  need  to 
broaden  our  focus.  HI  Trust  Fund  solvency  is  an  issue.  As  the 
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graphic  over  there  indicates,  the  fund  will  be  depleted  about  the 
year  2014.  Indeed,  for  the  majority  of  the  1990's  there  were  out- 
flows from  that  fund  every  year. 

The  HI  Trust  Fund,  however,  is  only  a  part  of  the  picture.  It 
funds  Part  A.  Part  B  coverage  of  physicians  and  other  services  is 
almost  40  percent  of  the  program,  and  it  is  funded  75  percent  out 
of  general  revenues.  Thus,  we  need  to  focus  on  the  full  share  of  our 
resources  that  will  be  needed  by  Medicare. 

As  this  next  graphic  shows.  Medicare,  Medicaid  and  Social  Secu- 
rity will  absorb  increasing  shares  of  Gross  Domestic  Product  and 
Federal  revenues  this  century.  Indeed,  if  Federal  revenues  were  to 
remain  at  a  constant  share  of  GDP,  by  2030  these  entitlements  will 
be  crowding  out  some  discretionary  spending  like  defense  or  edu- 
cation. By  2050,  all  discretionary  spending  would  be  crowded  out, 
as  would  some  interest  on  the  debt. 

This  picture  means  that  prudence  demands  that  we  focus  broadly 
on  Medicare  and  not  just  on  the  absence  of  prescription  drug  cov- 
erage. We  should  be  making  every  effort  to  ensure  needed  services 
are  purchased  efficiently,  that  the  burden  of  financing  is  distrib- 
uted equitably,  and  that  the  program  remains  sustainable  and  af- 
fordable for  future  generations. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  William  J.  Scanlon  follows:] 

Prepared  Statement  of  David  M.  Walker,  Comptroller  General  of  the 

United  States 

Mr.  Chairman  and  Members  of  the  Subcommittee:  I  am  pleased  to  be  here  today 
as  you  discuss  options  for  increasing  Medicare  beneficiaries'  access  to  prescription 
drugs.  There  are  growing  concerns  about  gaps  in  the  Medicare  program,  most  nota- 
bly the  lack  of  outpatient  prescription  drug  coverage,  which  may  leave  Medicare's 
most  vulnerable  beneficiaries  with  high  out-of-pocket  costs  that  they  may  not  be 
able  to  afford.  In  1996,  almost  a  third  of  Medicare  beneficiaries  lacked  prescription 
drug  coverage.  The  remaining  two-thirds  had  at  least  some  drug  coverage  through 
other  sources — most  commonly  employer-sponsored  health  plans.  Although  the  pro- 
portion of  beneficiaries  who  had  drug  coverage  rose  between  1995  and  1996,  recent 
evidence  indicates  that  this  trend  of  expanding  drug  coverage  is  unlikely  to  con- 
tinue. Moreover,  the  burden  of  prescription  drug  costs  falls  most  heavily  on  the 
Medicare  beneficiaries  who  lack  drug  coverage  or  those  who  have  substantial  health 
care  needs.  In  1999,  an  estimated  20  percent  of  Medicare  beneficiaries  had  drug 
costs  of  $1,500  or  more — a  substantial  sum  for  those  lacking  some  form  of  insurance 
to  subsidize  the  purchase. 

At  the  same  time,  however,  long-term  cost  pressures  facing  the  Medicare  program 
are  considerable.  There  appears  to  be  an  emerging  consensus  that  substantive  fi- 
nancing and  programmatic  reforms  are  necessary  to  put  Medicare  on  a  sustainable 
footing  for  the  future.  These  fundamental  program  reforms  are  vital  to  reducing  the 
program's  growth,  which  threatens  to  absorb  ever-increasing  shares  of  the  nation's 
budgetary  and  economic  resources.  Thus,  proposals  to  help  seniors  with  the  costs 
of  prescription  drugs  should  be  carefully  crafted  to  avoid  further  erosion  of  the  pro- 
jected financial  condition  of  the  Medicare  program,  which,  according  to  its  trustees, 
is  already  unsustainable  in  its  present  form. 

On  the  one  hand,  you  must  grapple  with  the  hard  choices  involved  in  making  the 
Medicare  program  sustainable  for  future  generations.  On  the  other,  you  are  faced 
with  the  plight  of  many  seniors  who  cannot  afford  the  medical  miracles  that  may 
be  achieved  through  access  to  pharmaceutical  advances.  Expanding  Medicare's  ben- 
efit package  could  address  the  latter.  However,  a  recent  study  suggests  that  such 
an  expansion  could  add  between  7.2  and  10  percent  annually  to  Medicare's  costs.' 


'  M.E.  Gluck,  National  Academy  of  Social  Insurance  Medicare  Brief:  A  Medicare  Prescription 
Drug  Benefit  (April  1999),  p.  8.  http//www.nasi.org/Medicare.medbrl.htm  (4/22/99). 
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Increased  spending  of  that  magnitude  would  only  exacerbate  the  tough  choices  that 
will  be  required  to  put  Medicare  on  sustainable  footing  for  the  future. 

You  are  considering  these  issues  at  a  historic  crossroad.  After  nearly  30  years  of 
deficits,  the  combination  of  hard  choices  and  remarkable  economic  growth  has  led 
to  a  budget  surplus.  We  appear — at  least  for  the  near  future — to  have  slain  the  def- 
icit dragon.  In  its  most  recent  projections,  the  Congressional  Budget  Office  (CBO) 
shows  both  unified  and  on-budget  surpluses  throughout  the  next  10  years.  While 
this  is  good  news  and  even  superior  to  the  projections  made  last  year,  it  does  not 
mean  that  hard  choices  are  a  thing  of  the  past.  First,  it  is  important  to  recognize 
that  by  their  very  nature  projections  are  uncertain.  This  is  especially  true  today  be- 
cause, as  CBO  notes,  it  is  too  soon  to  tell  whether  recent  boosts  in  revenue  reflect 
a  major  structural  change  in  the  economy  or  a  more  temporary  divergence  from  his- 
torical trends.  Indeed,  CBO  points  out  that  assuming  a  return  to  historical  trends 
and  slightly  faster  grov^-th  in  Medicare  would  change  the  on-budget  surplus  to  a 
growing  deficit.  This  means  we  should  treat  surplus  predictions  with  caution.  Cur- 
rent projected  surpluses  could  well  prove  to  be  fleeting,  and  thus  appropriate  cau- 
tion should  be  exercised  when  creating  new  entitlements  that  establish  permanent 
claims  on  future  resources. 

Moreover,  while  the  size  of  future  surpluses  could  exceed  or  fall  short  of  projec- 
tions, we  know  that  demographic  and  cost  trends  will,  in  the  absence  of  meaningful 
reform,  drive  Medicare  spending  to  levels  that  will  prove  unsustainable  for  future 
generations  of  taxpayers.  Accordingly,  we  need  to  view  this  period  of  projected  pros- 
perity as  an  opportunity  to  address  the  structural  imbalances  in  Medicare,  Social 
Security,  and  other  entitlement  programs  before  the  approaching  demographic  tidal 
wave  makes  the  imbalances  more  dramatic  and  possible  solutions  more  painful. 

As  the  foregoing  suggests,  the  stakes  associated  with  Medicare  reform  are  high 
for  the  program  itself  and  for  the  rest  of  the  federal  budget,  both  now  and  for  future 
generations.  Current  policy  decisions  can  help  us  prepare  for  the  challenges  of  an 
aging  society  in  several  important  ways:  (1)  reducing  public  debt  to  increase  na- 
tional savings  and  investment,  (2)  reforming  entitlement  programs  to  reduce  future 
claims  and  free  up  resources  for  other  competing  priorities,  and  (3)  estabUshing  a 
more  sustainable  Medicare  program  that  delivers  effective  and  affordable  health 
care  to  our  seniors. 

My  remarks  today  will  focus  on  Medicare  beneficiaries'  access  to  prescription 
drugs  and  the  emdronment  in  which  you  consider  increasing  that  access.  Two  pro- 
posals before  you,  one  offered  in  the  President's  budget  and  the  other  contained  in 
the  Breaux-Frist  bill,^  would  incorporate  Medicare  prescription  drug  coverage  in  the 
context  of  larger  Medicare  reform.  Other  proposals  that  focus  only  on  increasing  ac- 
cess to  affordable  prescription  drugs  are  also  being  considered.  These  proposals 
would  either  subsidize  prescription  drug  coverage  or  lower  prices  faced  by  bene- 
ficiaries without  coverage.  To  put  these  proposals  in  context,  I  will  discuss  the  fac- 
tors contributing  to  the  growth  in  prescription  drug  spending  and  efforts  to  control 
that  growth.  I  will  also  discuss  design  and  implementation  issues  to  be  considered 
regarding  proposals  to  improve  seniors'  access  to  affordable  prescription  drugs.  I 
then  will  repeat  my  message  about  the  Medicare  program's  current  financial  condi- 
tion and  its  long  term  sustainability. 

But  before  I  turn  to  the  specifics,  let  me  reiterate  that  although  people  want  un- 
fettered access  to  health  care,  and  some  have  needs  that  are  not  being  met,  health 
care  costs  compete  with  other  legitimate  priorities  in  the  federal  budget,  and  their 
projected  growth  threatens  to  crowd  out  future  generations'  flexibility  to  decide 
which  of  these  competing  priorities  will  be  met.  Thus,  in  making  important  fiscal 
decisions  for  our  nation,  policymakers  need  to  consider  the  fundamental  differences 
between  wants,  needs,  and  what  both  individuals  and  our  nation  can  afford.  This 
concept  applies  to  all  major  aspects  of  government,  from  major  weapons  system  ac- 
quisitions to  issues  affecting  domestic  programs.  It  also  points  to  the  fiduciary  and 
stewardship  responsibility  that  we  all  share  to  ensure  the  sustainability  of  Medicare 
for  current  and  future  generations  within  a  broader  context  of  also  providing  for 
other  important  national  needs  and  economic  growth.  We  have  an  opportunity  to 
use  our  unprecedented  economic  wealth  and  fiscal  good  fortune  to  address  today's 
needs  but  an  obligation  to  do  so  in  a  way  that  improves  the  prospects  for  future 
generations.  This  generation  has  a  responsibility  to  future  generations  to  reduce  the 
debt  burden  they  will  inherit,  to  provide  a  strong  foundation  for  future  economic 
growth,  and  to  ensure  that  future  commitments  are  both  adequate  and  affordable. 
Prudence  requires  making  the  tough  choices  today  while  the  economy  is  healthy  and 
the  workforce  is  relatively  large. 


2  S.  1895,  Medicare  Preservation  and  Improvement  Act  of  1999. 
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'        RISING  DRUG  SPENDING  ELEVATES  BENEFICIARY  ACCESS  CONCERNS  AND  THE 
IMPORTANCE  OF  COST-CONTROL  EFFORTS 

Extensive  research  and  development  over  the  past  10  years  have  led  to  new  pre- 
scription drug  therapies  and  improvements  over  existing  therapies  that,  in  some  in- 
stances, have  replaced  other  health  care  interventions.  For  example,  new  medica- 
tions for  the  treatment  of  ulcers  have  virtually  eliminated  the  need  for  some  sur- 
gical treatments.  As  a  result  of  these  innovations,  the  importance  of  prescription 
drugs  as  part  of  health  care  has  grown.  However,  the  new  drug  therapies  have  also 
contributed  to  a  significant  increase  in  drug  spending  as  a  component  of  health  care 
costs.  The  Medicare  benefit  package,  largely  designed  in  1965,  provides  virtually  no 
coverage.  In  1996,  almost  one  third  of  beneficiaries  had  employer- sponsored  health 
coverage,  as  retirees,  that  included  drug  benefits.  More  than  10  percent  of  bene- 
ficiaries received  coverage  through  Medicaid  or  other  public  programs.  To  protect 
against  drug  costs,  the  remainder  of  Medicare  beneficiaries  can  choose  to  enroll  in 
a  Medicare+Choice  plan  with  drug  coverage  if  one  is  available  in  their  area  or  pur- 
chase a  Medigap  policy. ^  The  availability,  breadth,  and  price  of  such  coverage  is 
changing  as  the  costs  of  expanded  prescription  drug  use  drives  employers,  insurers, 
and  managed  care  plans  to  adopt  new  approaches  to  control  the  expenditures  for 
this  benefit.  These  approaches,  in  turn,  are  reshaping  the  drug  market. 

Rise  in  Prescription  Drug  Spending 

Over  the  past  5  years,  prescription  drug  expenditures  have  grown  substantially, 
both  in  total  and  as  a  share  of  all  health  care  outlays.  Prescription  drug  spending 
grew  an  average  of  12.4  percent  per  year  from  1993  to  1998,  compared  with  a  5  per- 
cent average  annual  growth  rate  for  health  care  expenditures  overall.  (See  table  1.) 
As  a  result,  prescription  drugs  account  for  a  larger  share  of  total  health  care  spend- 
ing— rising  from  5.6  percent  to  7.9  percent  in  1998. 

Table  1:  National  Expenditures  for  Prescription  Drugs,  1993-98 


Year  e  o       r    '  '^'^  ^" 

eXpenaHUreS  o»nonH,h,ro<:  o.nonrtit.iro.: 


(in  billions) 


expenditures  expenditures 
(percent)  (percent) 


1998    $90.6  15.4  5.6 

1997    $78.5  14.0  4.7 

1996    $68.9  12.9  4.6 

1995    $61.0  10.6  4.8 

1994    $55.2  9.0  5.5 

1993    $50.6  8.7  7.4 

Average  annual  growth  between  1993  and  1998    12.4  5.0 


Source;  Health  Care  Financing  Administration  (HCFA),  Office  of  the  Actuary. 

Total  drug  expenditures  have  been  driven  up  by  both  greater  utilization  of  drugs 
and  the  substitution  of  higher-priced  new  drugs  for  lower-priced  existing  drugs.  Pri- 
vate insurance  coverage  for  prescription  drugs  has  likely  contributed  to  the  rise  in 
spending,  because  insured  consumers  are  shielded  from  the  direct  costs  of  prescrip- 
tion drugs.  In  the  decade  between  1988  and  1998,  the  share  of  prescription  drug 
expenditures  paid  by  private  health  insurers  rose  from  almost  a  third  to  more  than 
half  (See  fig.  1.)  The  development  of  new,  more  expensive  drug  therapies — including 
new  drugs  that  replace  old  drugs  and  new  drugs  that  treat  disease  more  effec- 
tively— also  contributed  to  the  drug  spending  growth  by  boosting  the  volume  of 
drugs  used  as  well  as  the  average  price  for  drugs  used.  The  average  number  of  new 
drugs  entering  the  market  each  year  rose  from  24  at  the  beginning  of  the  1990s  to 
33  now.  Similarly,  biotechnology  advances  and  a  growing  knowledge  of  the  human 
immune  system  are  significantly  shaping  the  discovery,  design,  and  production  of 
drugs.  Advertising  pitched  to  consumers  has  also  likely  upped  the  use  of  prescrip- 
tion drugs.  A  recent  study  found  that  the  10  drugs  most  heavily  advertised  directly 
to  consumers  in  1998  accounted  for  about  22  percent  of  the  total  increase  in  drug 
spending  between  1993  and  1998.^  Between  March  1998  and  March  1999,  industry 


3  As  an  alternative  to  traditional  Medicare  fee-for-service,  beneficiaries  in  Medicare+Choice 
plans  (formerly  Medicare  risk  health  maintenance  organizations)  obtain  all  their  services 
through  a  managed  care  organization  and  Medicare  makes  a  monthly  capitation  payment  to  the 
plan  on  their  behalf. 

Barents  Group  LLC  for  the  National  Institute  for  Health  Care  Management  Research  and 
Educational  Foundation,  Factors  Affecting  the  Growth  of  Prescription  Drug  Expenditures  (July 
9,  1999);,  p.  iii. 
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spending  on  advertising  grew  16  percent  to  $1.5  billion.  All  of  these  factors  suggest 
the  need  for  effective  cost  control  mechanisms  to  be  in  place  under  any  option  to 
increase  access  to  prescription  drugs. 


Figure  1:  Comparison  of  National  Outpatient  Drug  Expenditures,  1988  and  1998 


Note:  Out-of-pocket  expenditures  include  direct  spending  by  consumers  for  prescription  drugs, 
such  as  coinsurance,  deductibles,  and  any  amounts  not  covered  by  insurance.  Out-of-pocket  pre- 
miums paid  by  individuals  are  not  counted  here. 

Source:  HCFA,  Office  of  the  Actuary. 

Current  Medicare  Beneficiary  Drug  Coverage 

Prescription  drugs  are  an  important  component  of  medical  care  for  the  elderly  be- 
cause of  the  prevalence  of  chronic  and  other  health  conditions  associated  vnth.  aging. 
In  1995,  Medicare  beneficiaries  had  an  average  of  more  than  18  prescriptions  filled. ^ 
This  varies  substantially  across  beneficiaries,  however,  reflecting  the  range  of  their 
needs  and  also  financial  considerations  such  as  third-party  prescription  drug  cov- 
erage. In  1995,  an  elderly  person's  total  average  annual  drug  costs  were  $600^  com- 
pared with  a  little  more  than  $140  for  a  non-elderly  persons.^  For  some,  prescription 
drug  spending  was  considerably  higher — 6  percent  of  Medicare  beneficiaries  spent 
$2,000  or  more. 8  A  recent  report  had  projected  that  by  1999  an  estimated  20  percent 
of  Medicare  beneficiaries  would  have  total  drug  costs  of  $1,500  or  more — a  substan- 
tial sum  for  people  lacking  some  form  of  insurance  to  subsidize  their  purchases  or 
for  those  facing  coverage  limits.  ^ 

In  1996,  almost  a  third  of  Medicare  beneficiaries  lacked  drug  coverage  altogether. 
(See  fig.  2.)  The  remaining  two-thirds  had  at  least  some  drug  coverage — most  com- 
monly through  employer-sponsored  health  plans.  The  proportion  of  beneficiaries  who 
had  drug  coverage  rose  between  1995  and  1996,  owing  to  increases  in  those  with 
Medicare  HMOs,  individually  purchased  supplemental  coverage,  and  employer-spon- 
sored coverage.  However,  recent  evidence  indicates  that  this  trend  of  expanding 
drug  coverage  is  unlikely  to  continue. 


5  M.  Davis  and  others,  "Prescription  Drug  Coverage,  Utilization,  and  Spending  Among  Medi- 
care Beneficiaries,"  Health  Affairs,  Vol.  18,  No.  1  (Jan./Feb.  1999);,  p.  237. 
6M.  Davis,  p.  239. 

^  Agency  for  Health  Care  Policy  and  Research  Center  for  Cost  and  Financing  Studies,  National 
Medical  Expenditure  Survey  data,  Trends  in  Personal  Health  Care  Expenditures,  Health  Insur- 
ance, and  Payment  Sources,  Community -Based  Population,  1987-1995  (Mar.  1997),  p.  10.  http-J 
/www. meps.ahcpr.gov/nmes/papers/trends/intnet4d.pdf  (6/10/99). 

"^J.A.  Poisal  and  others,  "Prescription  Drug  Coverage  and  Spending  for  Medicare  Bene- 
ficiaries," Health  Care  Financing  Review,  Vol.  20,  No.  3  (Spring  1999),  p.  20. 

^M.E.  Gluck,  p.  2. 


"All  Other"  includes  coverage  under  non-risk  Medicare  HMOs,  state-based  plans,  the  Depart- 
ment of  Defense,  and  the  Department  of  Veterans  Affairs. 

Source:  HCFA,  based  on  the  1996  Medicare  Current  Beneficiary  Survey. 

Although  employer-sponsored  health  plans  provide  drug  coverage  to  the  largest 
segment  of  the  Medicare  population  vdth  coverage,  there  are  signs  that  this  could 
be  eroding.  Fewer  employers  are  offering  health  benefits  to  retirees  eligible  for 
Medicare  and  those  that  continue  to  offer  coverage  are  asking  retirees  to  pay  a  larg- 
er share  of  costs.  The  proportion  of  employers  offering  health  coverage  to  retirees 
eligible  for  Medicare  declined  from  40  percent  in  1993  to  28  percent  in  1999.  This 
decline  is  at  least  in  part  due  to  the  rise  in  the  cost  of  providing  this  coverage, 
which  grew  about  21  percent  from  1993  to  1999.  At  the  same  time,  the  proportion 
of  employers  asking  retirees  to  pay  the  full  cost  of  their  health  coverage  increased 
from  36  percent  to  40  percent. 

In  1999,  13  percent  of  Medicare  beneficiaries  obtained  prescription  drug  coverage 
through  a  Medicare-i-Choice  plan,  up  from  8  percent  in  1996.  Medicare+Choice  plans 
have  found  drug  coverage  to  be  an  attractive  benefit  that  beneficiaries  seek  out 
when  choosing  to  enroll  in  managed  care  organizations.  However,  ovdng  to  rising 
drug  expenditures  and  their  effect  on  plan  costs,  the  drug  benefits  the  plans  offer 
are  becoming  less  generous.  Many  plans  restructured  drug  benefits  in  2000,  increas- 
ing enrollees'  out-of-pocket  costs  and  limiting  their  total  drug  coverage. 

Beneficiaries  may  purchase  Medigap  policies  that  provide  drug  coverage,  although 
this  tends  to  be  expensive,  involves  significant  cost-sharing,  and  includes  annual 
limits.  Standard  Medigap  drug  policies  include  a  $250  deductible,  a  50  percent  coin- 
surance requirement,  and  a  $1,250  or  $3,000  annual  limit.  Furthermore,  Medigap 
premiums  have  been  increasing  in  recent  years.  In  1999,  the  annual  premium  for 
one  type  of  Medigap  policy  with  a  $1,250  annual  limit  on  drug  coverage,  ranged 
from  approximately  $1,000  to  $6,000. 

All  beneficiaries  who  have  full  Medicaid  benefits 'o  receive  drug  coverage  that  is 
subject  to  few  limits  and  low  cost-sharing  requirements.  For  beneficiaries  whose  in- 
comes are  slightly  higher  than  Medicaid  standards,  14  states  currently  offer  phar- 
macy assistance  programs  that  provided  drug  coverage  to  approximately  750,000 
beneficiaries  in  1997.  The  three  largest  state  programs  accounted  for  77  percent  of 
all  state  pharmacy  assistance  program  beneficiaries.  ' '  Most  state  pharmacy  assist- 
ance programs,  like  Medicaid,  have  few  coverage  limitations. 

The  burden  of  prescription  drug  costs  falls  most  heavily  on  the  Medicare  bene- 
ficiaries who  lack  drug  coverage  or  who  have  substantial  health  care  needs.  Drug 


"'Certain  low-income  Medicare  beneficiaries  are  dually  eligible  for  Medicare  and  Medicaid. 
' '  These  programs  are  operated  in  New  Jersey,  New  York,  and  Pennsylvania. 
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coverage  is  less  prevalent  among  beneficiaries  with  lower  incomes.  In  1995,  38  per- 
cent of  beneficiaries  with  income  below  $20,000  were  without  drug  coverage,  com- 
pared to  30  percent  of  beneficiaries  with  higher  incomes.  Additionally,  the  1995  data 
show  that  drug  coverage  is  slightly  higher  among  those  with  poorer  self-reported 
health  status.  At  the  same  time,  however,  beneficiaries  without  drug  coverage  and 
in  poor  health  had  drug  expenditures  that  were  $400  lower  than  the  expenditures 
of  Deneficiaries  with  drug  coverage  and  in  poor  health.  This  might  indicate  access 
problems  for  this  segment  of  the  population. 

Even  for  beneficiaries  who  have  drug  coverage,  the  extent  of  the  protection  it  af- 
fords varies.  The  value  of  a  beneficiary's  drug  benefit  is  affected  by  the  benefit  de- 
sign, including  cost-sharing  requirements  and  benefit  limitations.  Evidence  suggests 
that  premiums  are  on  the  rise  for  employer-sponsored  benefits,  Medigap  policies, 
and  most  recently,  Medicare-i-Choice  plans.  Although  reasonable  cost  sharing  serves 
to  make  the  consumer  a  more  prudent  purchaser,  copayments,  deductibles,  and  an- 
nual coverage  limits  can  reduce  the  value  of  drug  coverage  to  the  beneficiary.  Hard- 
er to  measure  is  the  effect  on  beneficiaries  of  drug  benefit  restrictions  brought  about 
through  formularies  designed  to  limit  or  influence  the  choice  of  drugs. 

Cost-Control  Approaches  Are  Reshaping  the  Pharmaceutical  Market 

During  this  period  of  rising  prescription  drug  expenditures,  third-party  payers 
have  pursued  various  approaches  to  control  spending.  These  efforts  have  initiated 
a  transformation  of  the  pharmaceutical  market.  Whereas  insured  individuals  for- 
merly purchased  drugs  at  retail  prices  at  pharmacies  and  then  sought  reimburse- 
ment, now  third-party  payers  influence  which  drug  is  purchased,  how  much  is  paid 
for  it,  and  where  it  is  purchased. 

A  common  technique  to  manage  pharmacy  care  and  control  costs  is  to  use  a  for- 
mulary. A  formulary  is  a  list  of  prescription  drugs,  grouped  by  therapeutic  class, 
that  a  health  plan  or  insurer  prefers  and  may  encourage  doctors  to  prescribe.  Deci- 
sions about  which  drugs  to  include  in  a  formulary  are  based  on  the  drugs'  medical 
value  and  price.  The  inclusion  of  a  drug  in  a  formulary  and  its  cost  can  affect  how 
frequently  it  is  prescribed  and  purchased  and,  therefore,  can  affect  its  market  share. 

Formularies  can  be  open,  incentive-based,  or  closed.  Open  formularies  are  often 
referred  to  as  "voluntary"  because  enroUees  are  not  penalized  if  their  physicians 
prescribe  nonformulary  drugs.  Incentive-based  formularies  generally  offer  enrollees 
lower  copayments  for  the  preferred  formulary  or  generic  drugs.  Incentive-based  or 
managed  formularies  are  becoming  more  popular  because  they  combine  flexibility 
and  greater  cost-control  features  than  open  formularies.  A  closed  formulary  limits 
insurance  coverage  to  the  formulary  drugs  and  requires  enrollees  to  pay  the  full  cost 
of  nonformulary  drugs  prescribed  by  their  physicians. 

Another  way  in  which  the  market  has  been  transformed  is  through  the  use  of 
pharmacy  benefit  managers  (PBM)  by  health  plans  and  insurers  to  administer  and 
manage  prescription  drug  benefits.  PBMs  offer  a  range  of  services,  including  pre- 
scription claims  processing,  mail-service  pharmacy,  formulary  development  and 
management,  pharmacy  network  development,  generic  substitution  incentives,  and 
drug  utilization  review.  PBMs  also  negotiate  discounts  and  rebates  on  prescription 
drugs  with  manufacturers. 

EXPANDING  ACCESS  TO  PRESCRIPTION  DRUGS  INVOLVES  DIFFICULT  DESIGN  DECISIONS 

Expanding  access  to  more  affordable  prescription  drugs  could  involve  either  sub- 
sidizing prescription  drug  coverage  or  allowing  beneficiaries  access  to  discounted 
pharmaceutical  prices.  The  design  of  a  drug  coverage  option,  that  is,  the  scope  of 
the  benefit,  the  covered  population,  and  the  mechanisms  used  to  contain  costs,  as 
well  as  its  implementation  will  determine  the  effect  of  the  option  on  beneficiaries, 
Medicare  or  federal  spending,  and  the  pharmaceutical  market.  A  new  benefit  would 
need  to  be  crafted  to  balance  competing  concerns  about  the  sustainability  of  Medi- 
care, federal  obligations,  and  the  hardship  faced  by  some  beneficiaries.  Similarly, 
the  effect  of  granting  some  beneficiaries  access  to  discounted  prices  will  hinge  on 
details  such  as  the  price  of  the  drugs  after  the  discount,  how  discounts  are  deter- 
mined and  secured,  and  which  beneficiaries  are  eligible. 

The  relative  merits  of  any  approach  should  be  carefully  assessed.  We  suggest  that 
the  following  five  criteria  be  considered  in  evaluating  any  option.  (1)  Affordability: 
an  option  should  be  evaluated  in  terms  of  its  effect  on  pubHc  outlays  for  the  long 
term.  (2)  Equity:  an  option  should  provide  equitable  access  across  groups  of  bene- 
ficiaries and  be  fair  to  affected  providers.  (3)  Adequacy:  an  option  should  provide 
appropriate  beneficiary  incentives  for  prudent  utilization,  support  standard  treat- 
ment options  for  beneficiaries,  and  not  impede  effective  and  clinically  meaningful  in- 
novations. (4)  Feasibility:  an  option  should  incorporate  such  administrative  essen- 
tials as  implementation  and  cost  and  quahty  monitoring  techniques.  (5)  Acceptance: 
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an  option  should  account  for  the  need  to  educate  the  beneficiary  and  provider  com- 
munities about  its  costs  and  the  realities  of  trade-offs  required  by  significant  policy 
changes. 

Adding  a  Medicare  Benefit 

Expanding  Medicare  coverage  to  include  prescription  drugs  would  entail  numer- 
ous benefit  design  decisions  that  would  affect  the  cost  of  this  expansion  as  well  as 
its  acceptability.  A  basic  design  decision  concerns  whether  financial  assistance  pro- 
vided for  the  benefit  would  be  targeted  to  those  with  the  greatest  need — owing  to 
a  lack  of  existing  drug  coverage,  high  drug  expenditures,  or  poverty — or  whether  the 
public  financial  subsidies  would  be  available  to  all  beneficiaries.  The  President's 
proposal  extends  coverage  to  all  beneficiaries,  with  greater  government  subsidies  for 
the  poor.  The  Breaux-Frist  Medicare  reform  proposal  incorporates  optional  drug  cov- 
erage, which  is  subsidized  fully  for  the  poor  and  partially  for  others.  The  generosity 
of  the  benefit — the  extent  of  beneficiary  copa5anents,  coverage  limits,  and  cata- 
strophic protections — will  also  be  a  major  factor  in  assessing  the  impact  of  this  ben- 
efit on  the  Medicare  program.  The  President's  benefit  design  incorporates  50  percent 
beneficiary  copayments;  an  annual  benefit  limit;  and  a  cap  on  catastrophic  drug 
costs,  which  is  yet  to  be  designed.  Under  the  Breaux-Frist  approach,  competing 
health  plans  could  design  their  own  copayment  structure,  with  requirements  on  the 
benefit's  actuarial  value  but  no  provision  to  limit  beneficiary  catastrophic  drug  costs. 

Benefit  cost-control  provisions  for  the  traditional  Medicare  program  may  present 
some  of  the  thorniest  drug  benefit  design  decisions.  Recent  experience  provides  two 
general  approaches.  One  would  involve  the  Medicare  program  obtaining  price  dis- 
counts from  manufacturers.  Such  an  arrangement  could  be  modeled  after  Medicaid's 
drug  rebate  program.  While  the  discounts  in  aggregate  woiild  likely  be  substantial, 
this  approach  lacks  the  flexibility  to  achieve  the  greatest  control  over  spending.  It 
could  not  effectively  influence  or  steer  utilization  because  it  does  not  include  incen- 
tives that  would  encourage  beneficiaries  to  make  cost-conscious  decisions.  The  sec- 
ond approach  would  draw  from  private  sector  experience  in  negotiating  price  dis- 
counts from  manufacturers  in  exchange  for  shifting  market  share.  Some  plans  and 
insurers  employ  PBMs  to  manage  their  drug  benefits,  including  claims  processing, 
negotiating  with  manufacturers,  establishing  lists  of  drug  products  that  are  pre- 
ferred because  of  efficacy  or  price,  and  developing  beneficiary  incentive  approaches 
to  control  spending  and  use.  Applying  these  techniques  to  the  entire  Medicare  pro- 
gram, however,  would  be  difficult  because  of  its  size,  the  need  for  transparency  in 
its  actions,  and  the  imperative  for  equity  for  its  beneficiaries. 

Medicaid  Programs  Rely  on  Rebates  and  Have  Limited  Utilization  Controls 

As  the  largest  government  payer  for  prescription  drugs.  Medicaid  drug  expendi- 
tures account  for  about  17  percent  of  the  domestic  pharmaceutical  market.  Before 
the  enactment  of  the  Medicaid  drug  rebate  program  under  the  Omnibus  Budget  Rec- 
onciliation Act  of  1990  (OBRA),  state  Medicaid  programs  paid  close  to  retail  prices 
for  outpatient  drugs.  Other  large  purchasers,  such  as  HMOs  and  hospitals,  nego- 
tiated discounts  with  manufacturers  and  paid  considerably  less. 

The  rebate  program  required  drug  manufacturers  to  rebate  to  state  Medicaid  pro- 
grams a  percentage  off  of  the  average  price  wholesalers  pay  manufacturers.  The  re- 
bates were  based  on  a  percentage  reduction  that  reflects  the  lowest  or  "best"  prices 
the  manufacturer  charged  other  purchasers  and  the  volume  of  purchases  by  Med- 
icaid recipients.  In  return  for  the  rebates,  state  Medicaid  programs  must  cover  all 
drugs  manufactured  by  pharmaceutical  companies  that  entered  into  rebate  agree- 
ments with  HCFA.' 2 

After  the  rebate  program's  enactment,  a  number  of  market  changes  affected  other 
purchasers  of  prescription  drugs  and  the  amount  of  the  rebates  that  Medicaid  pro- 
grams received.  Drug  manufacturers  substantially  reduced  the  price  discounts  they 
offered  to  many  large  private  purchasers,  such  as  HMOs.  Therefore,  the  market 
quickly  adjusted  by  increasing  drug  prices  to  compensate  for  rebates  obtained  by  the 
Medicaid  program. 

Although  the  states  have  received  billions  of  dollars  in  rebates  from  drug  manu- 
facturers since  OBRA's  enactment,  state  Medicaid  directors  have  expressed  concerns 
about  the  rebate  program.  The  principal  concern  involves  OBRA's  requirement  to 
provide  access  to  all  the  drugs  of  every  manufacturer  that  offers  rebates,  which  lim- 
its the  utilization  controls  Medicaid  programs  can  use  at  a  time  when  prescription 
drug  expenditures  are  rapidly  increasing.  Although  the  programs  can  require  recipi- 
ents to  obtain  prior  authorization  for  particular  drugs  and  can  impose  monthly  lim- 
its on  the  number  of  covered  prescriptions,  they  cannot  take  advantage  of  other 


'2  OBRA  1990  allowed  the  states  to  exclude  certain  classes  of  drugs. 
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techniques,  such  as  incentive-based  formularies,  to  steer  recipients  to  less  expensive 
drugs.  The  few  cost-control  strategies  available  to  state  Medicaid  programs  can  add 
to  the  administrative  burden  on  state  Medicaid  programs. 

Other  Payers  Employ  Various  Techniques  to  Control  Expenditures 

Other  payers,  such  as  private  and  federal  employer  health  plans  and 
Medicare+Choice  plans,  have  taken  a  different  approach  to  managing  their  prescrip- 
tion drug  benefits.  They  typically  use  beneficiary  copayments  to  control  prescription 
drug  use,  and  they  use  formularies  to  both  control  use  and  obtain  better  prices  by 
concentrating  purchases  on  selected  drugs.  In  many  cases,  these  plans  and  insurers 
retain  a  PBM's  services  to  manage  their  pharmacy  benefit  and  control  spending. 

Beneficiary  cost-sharing  plays  a  central  role  in  attempting  to  influence  drug  utili- 
zation. Copayments  are  frequently  structured  to  influence  both  the  choice  of  drugs 
and  the  purchasing  arrangements.  While  formulary  restrictions  can  channel  pur- 
chases to  preferred  drugs,  closed  formularies,  which  provide  reimbursement  only  for 
preferred  drugs,  have  generated  substantial  dissatisfaction  among  consumers.  As  a 
result,  many  plans  link  their  cost-sharing  requirements  and  formulary  lists.  The 
fastest  growing  trend  today  is  the  use  of  a  formulary  that  covers  all  drugs  but  that 
includes  beneficiary  cost-sharing  that  varies  for  different  drugs — typically  a  smaller 
copayment  for  generic  drugs,  a  larger  one  for  preferred  drugs,  and  an  even  larger 
one  for  all  other  drugs.  Reduced  copayments  have  also  been  used  to  encourage  en- 
rollees  using  maintenance  drugs  for  chronic  conditions  to  obtain  them  from  par- 
ticular suppliers,  like  a  mail-order  pharmacy. 

Plans  and  insurers  have  turned  to  PBMs  for  assistance  in  establishing 
formularies,  negotiating  prices  with  manufacturers  and  pharmacies,  processing 
beneficiaries'  claims,  and  reviewing  drug  utilization.  Because  PBMs  manage  drug 
benefits  for  multiple  purchasers,  they  often  may  have  more  leverage  than  individual 
plans  in  negotiating  prices  through  their  greater  purchasing  power. 

Traditional  fee-for-service  Medicare  has  generally  established  reimbursement 
rates  for  services  like  those  provided  by  physicians  and  hospitals  and  then  processed 
and  paid  claims  with  few  utilization  controls.  Adopting  some  of  the  techniques  used 
by  private  plans  and  insurers  might  help  better  control  costs.  However,  how  to 
adapt  those  techniques  to  the  characteristics  and  size  of  the  Medicare  program 
raises  questions. 

Negotiated  or  competitively  determined  prices  would  be  superior  to  administered 
prices  only  if  Medicare  could  employ  some  of  the  utilization  controls  that  come  from 
having  a  formulary  and  differential  beneficiary  cost-sharing.  In  this  manner.  Medi- 
care would  be  able  to  negotiate  significantly  discounted  prices  by  promising  to  de- 
liver a  larger  market  share  for  a  manufacturer's  product.  Manufacturers  would  have 
no  incentive  to  offer  a  deep  discount  if  all  drugs  in  a  therapeutic  class  were  covered 
on  the  same  terms.  Without  a  promised  share  of  the  Medicare  market,  these  manu- 
facturers might  reap  greater  returns  from  charging  higher  prices  and  by  concen- 
trating marketing  efforts  on  physicians  and  consumers  to  influence  prescribing  pat- 
terns. 

Implementing  a  formulary  and  other  utilization  controls  could  prove  difficult  for 
Medicare.  Developing  a  formulary  involves  determining  which  drugs  are  therapeuti- 
cally equivalent  so  that  several  from  each  class  can  be  included.  Plans  and  PBMs 
currently  make  those  determinations  privately — something  that  would  not  be  pos- 
sible for  Medicare,  which  must  have  transparent  policies  that  are  determined  open- 
ly. Given  the  stakes  involved  in  selecting  drugs,  one  can  imagine  the  intensive  ef- 
forts to  offer  input  to  and  scrutinize  the  selection  process. 

Medicare  may  also  find  it  impossible  to  delegate  this  task  to  one  or  multiple 
PBMs.  A  single  PBM  contractor  would  likely  be  subject  to  the  same  level  of  scrutiny 
as  the  program.  Such  scrutiny  could  compromise  the  flexibility  PBMs  have  used  to 
generate  savings.  An  alternative  would  be  to  grant  flexibility  to  multiple  PBMs  that 
are  each  responsible  only  for  a  share  of  the  market.  Contracting  with  multiple 
PBMs,  though,  raises  other  issues.  If  each  PBM  has  exclusive  responsibility  for  a 
geographic  area,  beneficiaries  who  need  certain  drugs  could  be  advantaged  or  dis- 
advantaged merely  because  of  where  they  live.  If  multiple  PBMs  operated  in  each 
area,  beneficiaries  could  choose  one  to  administer  their  drug  benefit.  This  raises 
questions  about  how  to  inform  beneficiaries  of  the  differences  in  each  PBM's  policies 
and  whether  and  how  to  risk-adjust  payments  to  PBMs  for  differences  in  the  health 
status  of  the  beneficiaries  using  them. 

Extending  Federal  Price  Discounts  to  Beneficiaries 

Another  option  before  the  Congress  would  allow  Medicare  beneficiaries  to  pur- 
chase prescription  drugs  at  the  lowest  price  paid  by  the  federal  government.  Be- 
cause of  their  large  purchasing  power,  federal  agencies,  such  as,  the  Departments 
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of  Veterans  Affairs  (VA)  and  Defense  (DOD),  have  access  to  prescription  drug  prices 
that  often  are  considerably  lower  than  retail  prices.  Extending  these  discounts  to 
Medicare  beneficiaries,  or  some  groups  of  beneficiaries,  could  have  a  measurable  ef- 
fect on  lowering  their  out-of-pocket  spending,  although  whether  this  would  ade- 
quately increase  access  or  raise  prices  paid  by  other  purchasers  that  negotiate  drug 
discounts  is  unknown. 

Typically,  federal  agencies  obtain  prescription  drugs  at  prices  listed  in  the  federal 
supply  schedule  (FSS)  for  pharmaceuticals. '  ^  FSS  prices  represent  a  significant  dis- 
count off  the  prices  drug  manufacturers  charge  wholesalers.''*  Under  the  Veterans 
Health  Care  Act  of  1992,  drug  manufacturers  must  make  their  brand-named  drugs 
available  to  federal  agencies  at  the  FSS  price  in  order  to  participate  in  the  Medicaid 
program. '5  The  act  requires  that  the  FSS  price  for  VA,  DOD,  the  Public  Health 
Service,  and  the  Coast  Guard  be  at  least  24  percent  below  the  price  that  the  manu- 
facturers charge  wholesalers."^ 

Although  most  federal  prescription  drug  purchases  are  made  at  FSS  prices,  in 
some  cases,  federal  agencies  are  able  to  purchase  drugs  at  even  lower  prices.  For 
example,  VA  has  used  national  contracts  awarded  on  a  competitive  basis  for  specific 
drugs  considered  therapeutically  interchangeable.  These  contracts  enable  VA  to  ob- 
tain larger  discounts  from  manufacturers  by  channeling  greater  volume  to  certain 
pharmaceutical  products. 

Providing  Medicare  beneficiaries  access  to  the  lowest  federal  prices  could  result 
in  important  out-of-pocket  savings  to  those  without  coverage  who  are  pajdng  close 
to  retail  prices.  However,  concerns  exist  that  extending  federal  discounts  to  Medi- 
care beneficiaries  could  lead  to  price  increases  to  federal  agencies  and  other  pur- 
chasers since  the  discount  is  based  on  prices  determined  by  manufacturers.  Federal 
efforts  to  lower  Medicaid  drug  prices  demonstrate  the  potential  for  this  to  occur. 
While  it  is  not  possible  to  predict  how  federal  drug  prices  would  change  if  Medicare 
beneficiaries  are  given  access  to  them,  the  larger  the  market  that  seeks  to  take  ad- 
vantage of  these  prices,  the  greater  the  economic  incentive  would  be  for  drug  manu- 
facturers to  raise  federal  prices  to  limit  the  impact  of  giving  lower  prices  to  more 
purchasers. 

EXPANDING  BENEFITS  NEEDS  TO  BE  CONSIDERED  IN  LIGHT  OF  LARGER  MEDICARE 

FISCAL  CONCERNS 

The  current  Medicare  program,  without  improvements,  is  ill  suited  to  serve  future 
generations  of  seniors  and  eligible  disabled  Americans.  On  the  one  hand,  the  pro- 
gram is  fiscally  unsustainable  in  its  present  form,  as  the  disparity  between  program 
expenditures  and  program  revenues  is  expected  to  widen  dramatically  in  the  coming 
years.  On  the  other  hand.  Medicare's  benefit  package  contains  gaps  in  desired  cov- 
erage, most  notably  the  lack  of  outpatient  prescription  drug  coverage,  compared 
with  private  employer  coverage.  Any  option  to  modernize  the  benefits  runs  the  risk 
of  exacerbating  the  fiscal  imbalance  of  the  programs.  That  is  why  we  believe  that 
expansions  should  be  made  in  the  context  of  overall  program  reforms  that  are  de- 
signed to  make  the  program  more  sustainable  over  the  long  term.  Any  discussions 
about  expanding  beneficiary  access  to  prescription  drugs  should  carefully  consider 
targeting  financial  help  to  those  most  in  need  and  minimizing  the  substitution  of 
public  funds  for  private  funds.  Employers  that  offer  drug  coverage  through  a  retiree 
health  plan  may  choose  to  adapt  their  health  coverage  if  a  Medicare  drug  benefit 
is  available.  A  key  characteristic  of  America's  voluntary,  employer-based  system  of 
health  insurance  is  an  employer's  freedom  to  modify  the  conditions  of  coverage  or 
to  terminate  benefits. 


'^The  FSS  for  pharmaceuticals  is  a  price  catalog  currently  containing  over  17,000  pharma- 
ceutical products  available  to  federal  agencies. 

'^FSS  prices  are  set  through  negotiations  between  VA,  on  behalf  of  the  government,  and  drug 
manufacturers  and  are  based  on  the  prices  that  manufacturers  offer  their  most  favored  non- 
federal customers. 

15  The  act  covers  single-source  drugs,  innovator  multiple-source  drugs,  insulin,  and  biological 
products  such  as  vaccines  and  antitoxins.  The  act  does  not  cover  noninnovator  multiple-source 
or  generic  drugs. 

"'The  act  requires  that  manufacturers  sell  drugs  covered  by  the  act  at  no  more  that  76  per- 
cent of  the  nonfederal  average  manufacturer's  price,  a  level  referred  to  as  the  federal  ceiling 
price.  The  nonfederal  average  manufacturer's  price  is  the  weighted  average  price  of  each  single 
form  and  dosage  unit  of  a  drug  that  is  paid  by  wholesalers  in  the  United  States  to  a  manufac- 
turer, taking  into  account  any  cash  discounts  or  similar  price  reductiions.  Prices  paid  by  the 
federal  government  are  excluded  from  this  calculation. 


Ill 


Medicare's  Financial  Condition 

Unlike  private  trust  funds  that  can  set  aside  money  for  the  future  by  investing 
in  financial  assets,  the  Medicare  Hospital  Insurance  (HI)  Trust  Fund — which  pays 
for  inpatient  hospital  stays,  skilled  nursing  care,  hospice,  and  certain  home  health 
services — is  essentially  an  accounting  device.  It  allows  the  government  to  track  the 
extent  to  which  earmarked  payroll  taxes  cover  Medicare's  HI  outlays.  In  serving  the 
tracking  purpose,  the  1999  Trustees'  annual  report  showed  that  Medicare's  HI  com- 
ponent has  been,  on  a  cash  basis,  in  the  red  since  1992,  and  in  fiscal  year  1998, 
earmarked  payroll  taxes  covered  only  89  percent  of  HI  spending.  In  the  Trustees' 
report,  issued  in  March  1999,  projected  continued  cash  deficits  for  the  HI  trust  fund. 
(See  fig.  3.) 

Figure  3:  Financial  Outlook  of  the  Hospital  Insurance  Trust  Fund,  1990  to  2025 
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Source:  1999  Annual  Report,  Board  of  Trustees  of  the  Federal  Hospital  Insurance  Trust  Fund. 

When  the  program  has  a  cash  deficit,  as  it  did  from  1992  through  1998,  Medicare 
is  a  net  claimant  on  the  Treasury — a  threshold  that  Social  Security  is  not  currently 
expected  to  reach  until  2014.  To  finance  these  cash  deficits,  Medicare  drew  on  its 
special  issue  Treasury  securities  acquired  during  the  years  when  the  program  gen- 
erates a  cash  surplus.  In  essence,  for  Medicare  to  "redeem"  its  securities,  the  gov- 
ernment must  raise  taxes,  cut  spending  for  other  programs,  or  reduce  the  projected 
surplus.  Outlays  for  Medicare  services  covered  under  Supplementar>'  Medical  Insur- 
ance (SMI)-physician  and  outpatient  hospital  services,  diagnostic  tests,  and  certain 
other  medical  services  and  supplies-are  already  funded  largely  through  general  rev- 
enues. 

Although  the  Office  of  Management  and  Budget  (0MB)  has  recently  reported  a 
$12  billion  cash  surplus  for  the  HI  program  in  fiscal  year  1999  due  to  lower  than 
expected  program  outlays,  the  long-term  financial  outlook  for  Medicare  is  expected 
to  deteriorate.  Medicare's  rolls  are  expanding  and  are  projected  to  increase  rapidly 
with  the  retirement  of  the  baby  boomers.  Today's  elderly  make  up  about  13  percent 
of  the  total  population;  by  2030,  they  will  comprise  20  percent  as  the  baby  boom 
generation  ages  and  the  ratio  of  workers  to  retirees  declines  from  3.4  to  1  today  to 
roughly  2  to  1. 

Without  meaningful  reform,  the  long-term  financial  outlook  for  Medicare  is  bleak. 
Together,  Medicare's  HI  and  SMI  expenditures  are  expected  to  increase  dramati- 
cally, rising  from  about  12  percent  in  1999  to  about  a  quarter  of  all  federal  revenues 
by  mid-century.  Over  the  same  time  frame.  Medicare's  expenditures  are  expected  to 
double  as  a  share  of  the  economy,  from  2.5  to  5.3  percent,  as  shown  in  figure  4. 
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Figure  4:  Medicare  Spending  as  a  Percentage  of  Gross  Domestic  Product  (GDP)  1999 

to  2073 
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Source:  1999  Annual  Report,  Board  of  Trustees  of  the  Federal  Hospital  Insurance  Trust  Fund 
and  1999  Annual  Report,  Federal  Supplementary  Insurance  Trust  Fund. 

The  progressive  absorption  of  a  greater  share  of  the  nation's  resources  for  health 
care,  like  Social  Security,  is  in  part  a  reflection  of  the  rising  share  of  elderly  popu- 
lation, but  Medicare  growth  rates  also  reflect  the  escalation  of  health  care  costs  at 
rates  well  exceeding  general  rates  of  inflation.  Increases  in  the  number  and  quality 
of  health  care  services  have  been  fueled  by  the  explosive  growth  of  medical  tech- 
nology. Moreover,  the  actual  costs  of  health  care  consumption  are  not  transparent. 
Third-party  payers  generally  insulate  consumers  from  the  cost  of  health  care  deci- 
sions. In  traditional  Medicare,  for  example,  the  impact  of  the  cost-sharing  provisions 
designed  to  curb  the  use  of  services  is  muted  because  about  80  percent  of  bene- 
ficiaries have  some  form  of  supplemental  health  care  coverage  (such  as  Medigap  in- 
surance) that  pays  these  costs.  For  these  reasons,  among  others,  Medicare  rep- 
resents a  much  greater  and  more  complex  fiscal  challenge  than  even  Social  Security 
over  the  longer  term. 

When  viewed  from  the  perspective  of  the  entire  budget  and  the  economy,  the 
growth  in  Medicare  spending  will  become  progressively  unsustainable  over  the 
longer  term.  Our  updated  budget  simulations  show  that  to  move  into  the  future 
without  making  changes  in  the  Social  Security,  Medicare,  and  Medicaid  programs 
is  to  envision  a  very  different  role  for  the  federal  government.  Assuming,  for  exam- 
ple, that  the  Congress  and  the  President  adhere  to  the  often-stated  goal  of  saving 
the  Social  Security  surpluses,  our  long-term  model  shows  a  world  by  2030  in  which 
Social  Security,  Medicare,  and  Medicaid  increasingly  absorb  available  revenues 
within  the  federal  budget.  Under  this  scenario,  these  programs  would  absorb  more 
than  three-quarters  of  total  federal  revenue.  (See  fig.  5.)  Budgetary  flexibility  would 
be  drastically  constrained  and  little  room  would  be  left  for  programs  for  national 
defense,  the  young,  infrastructure,  and  law  enforcement. 
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Figure  5:  Composition  of  Spending  as  a  Share  of  GDP  Under  "Eliminate  Non-Social 
Security  Surpluses"  Simulation 
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*The  "eliminate  non-Social  Security  surpluses"  simulation  can  only  be  run  through  2066  due 
to  the  elimination  of  the  capital  stock. 
Notes: 

1.  Revenue  as  a  share  of  GDP  during  the  simulation  period  is  lower  than  the  1999  level  due 
to  imspecified  permanent  policy  actions  that  reduce  revenue  and  increase  spending  to  eliminate 
the  non-Social  Security  sxirpluses. 

2.  Medicare  expenditure  projections  follow  the  Trustees'  1999  intermediate  assumptions.  The 
projections  reflect  the  current  benefit  and  financing  structure. 

Source:  GAO's  January  2000  analysis. 

When  viewed  together  with  Social  Security,  the  financial  burden  of  Medicare  on 
future  taxpayers  becomes  unsustainable,  absent  reform.  As  figure  6  shows,  the  cost 
of  these  two  programs  combined  would  nearly  double  as  a  share  of  the  payroll  tax 
base  over  the  long  term.  Assuming  no  other  changes,  these  programs  would  con- 
stitute an  unimaginable  drain  on  the  earnings  of  our  future  workers. 

Figure  6:  Social  Security  and  Medicare  HI  as  a  Percentage  of  Taxable  Payroll,  1999 

to  2074 
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Source:  1999  Annual  Report,  Board  of  Trustees  of  the  Federal  Hospital  Insurance  Trust  Fund, 
and  1999  Annual  Report,  Board  of  Trustees  of  the  Federal  Old  Age  and  Survivors  Disabihty  In- 
surance Trust  Funds. 

While  the  problems  facing  the  Social  Security  program  are  significant.  Medicare's 
challenges  are  even  more  daunting.  To  close  Social  Security's  deficit  today  would  re- 
quire a  17  percent  increase  in  the  payroll  tax,  whereas  the  HI  payroll  tax  would 
have  to  be  raised  50  percent  to  restore  actuarial  balance  to  the  HI  trust  fund.  This 
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analysis,  moreover,  does  not  incorporate  the  financing  challenges  associated  with 
the  SMI  and  Medicaid  programs. 

Early  action  to  address  the  structural  imbalances  in  Medicare  is  critical.  First, 
ample  time  is  required  to  phase  in  the  reforms  needed  to  put  this  program  on  a 
more  sustainable  footing  before  the  baby  boomers  retire.  Second,  timely  action  to 
bring  costs  down  pays  large  fiscal  dividends  for  the  program  and  the  budget.  The 
high  projected  growth  of  Medicare  in  the  coming  years  means  that  the  earlier  the 
reform  begins,  the  greater  the  savings  will  be  as  a  result  of  the  effects  of 
compounding. 

The  actions  necessary  to  bring  about  a  more  sustainable  program  will  no  doubt 
call  for  some  hard  choices.  Some  suggest  that  the  size  of  the  imbalances  between 
Medicare's  outlays  and  payroll  tax  revenues  for  the  HI  program  may  well  justify  the 
need  for  additional  resources.  One  possible  source  coiild  be  general  revenues.  Al- 
though this  may  eventually  prove  necessary,  such  additional  financing  should  be 
considered  as  part  of  a  broader  initiative  to  ensure  the  program's  long-range  finan- 
cial integrity  and  sustainability. 

What  concerns  us  most  is  that  devoting  general  funds  to  the  HI  trust  fund  may 
be  used  to  extend  Hi's  solvency  without  addressing  the  hard  choices  needed  to  make 
the  whole  Medicare  program  more  sustainable  in  economic  or  budgetary  terms.  In- 
creasing the  HI  trust  fund  balance  alone,  without  underl5dng  program  reform,  does 
nothing  to  make  the  Medicare  program  more  sustainable — that  is,  it  does  not  reduce 
the  program's  projected  share  of  GDP  or  the  federal  budget.  From  a  macroeconomic 
perspective,  the  critical  question  is  not  how  much  a  trust  fiind  has  in  assets  but 
whether  the  government  as  a  whole  has  the  economic  capacity  to  finance  all  Medi- 
care's promised  benefits — both  now  and  in  the  future.  We  must  keep  in  mind  the 
unprecedented  challenge  facing  future  generations  in  our  aging  society.  Relieving 
them  of  some  of  the  financial  burden  of  toda/s  commitments  would  help  preserve 
some  budgetary  flexibility  for  future  generations  to  make  their  own  choices. 

If  more  fundamental  program  reforms  are  not  made,  we  fear  that  general  fund 
infusions  would  interfere  with  the  vital  signaling  function  that  trust  fund  mecha- 
nisms can  have  for  policymakers  about  underlying  fiscal  imbalances  in  covered  pro- 
grams. The  greatest  risk  is  that  dedicating  general  funds  to  the  HI  program  will 
reduce  the  sense  of  urgency  that  impending  trust  ftind  bankruptcy  provides  to  pol- 
icymakers by  artificially  extending  the  solvency  of  the  HI  program.  Furthermore,  in- 
creasing the  trust  ftind's  paper  solvency  does  not  address  cost  growth  in  the  SMI 
portion  of  Medicare,  which  is  projected  to  grow  even  faster  than  HI  in  coming  dec- 
ades, assuming  no  additional  SMI  benefits. 

The  issue  of  the  extent  to  which  general  funds  are  an  appropriate  financing  mech- 
anism for  the  Medicare  program  would  remain  important  under  financing  arrange- 
ments that  differed  from  those  in  place  in  the  current  HI  and  SMI  structures.  For 
example,  under  approaches  that  would  combine  the  two  trust  funds,  a  continued 
need  would  exist  for  measures  of  program  sustainability  that  would  signal  potential 
future  fiscal  imbalance.  Such  measures  might  include  the  percentage  of  program 
funding  provided  by  general  revenues,  the  percentage  of  total  federal  revenues  or 
gross  domestic  product  devoted  to  Medicare,  or  program  spending  per  enrollee.  As 
such  measures  were  developed,  questions  would  need  to  be  asked  about  the  appro- 
priate level  of  general  revenue  fiinding.  Regardless  of  the  measure  chosen,  the  real 
question  would  be  what  actions  should  be  taken  when  and  if  the  chosen  cap  is 
reached. 

Long-Term  Fiscal  Policy  Choices 

Beyond  reforming  the  Medicare  program  itself,  maintaining  an  overall  sustainable 
fiscal  policy  and  strong  economy  is  vital  to  enhancing  our  nation's  ftiture  capacity 
to  afford  paying  benefits  in  the  face  of  an  aging  society.  Decisions  on  how  we  use 
today's  surpluses  can  have  wide-ranging  impacts  on  our  ability  to  afford  tomorrow's 
commitments. 

As  we  know,  there  have  been  a  variety  of  proposals  to  use  the  surpluses  for  pur- 
poses other  than  debt  reduction.  Although  these  proposals  have  various  pros  and 
cons,  we  need  to  be  mindful  of  the  risk  associated  with  using  projected  surpluses 
to  finance  permanent  future  claims  on  the  budget,  whether  they  are  on  the  spending 
or  the  tax  side.  Commitments  often  prove  to  be  permanent,  while  projected  sur- 
pluses can  be  fleeting.  For  instance,  current  projections  assume  full  compliance  with 
tight  discretionary  spending  caps.  Moreover,  relatively  small  changes  in  economic 
assumptions  can  lead  to  very  large  changes  in  the  fiscal  outlook,  especially  when 
carried  out  over  a  decade.  In  its  January  2000  report,  CBO  compared  the  actual 
deficits  or  surpluses  for  1986  through  1999  with  the  first  projection  it  had  produced 


'T/ie  Economic  and  Budget  Outlook:  Fiscal  Years  2001  2010  (CBO,  Jan.  2000). 
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5  years  before  the  start  of  each  fiscal  year.  Excluding  the  estimated  impact  of  legis- 
lation, CBO  stated  that  its  errors  in  projecting  the  federal  surplus  or  deficit  aver- 
aged about  2.4  percent  of  GDP  in  the  fifth  year  beyond  the  current  year.  For  exam- 
ple, such  a  shift  in  2005  would  mean  a  potential  swing  of  about  $285  billion  in  the 
projected  surplus  for  that  year. 

Although  most  would  not  argue  for  devoting  100  percent  of  the  surplus  to  debt 
reduction  over  the  next  10  years,  saving  a  good  portion  of  our  surpluses  would  yield 
fiscal  and  economic  dividends  as  the  nation  faces  the  challenges  of  financing  an 
aging  society.  Our  work  on  the  long-term  budget  outlook  illustrates  the  benefits  of 
maintaining  surpluses  for  debt  reduction.  Reducing  the  publicly  held  debt  reduces 
interest  costs,  freeing  up  budgetary  resources  for  other  programmatic  priorities.  For 
the  economy,  running  surpluses  and  reducing  debt  increase  national  saving  and  free 
up  resources  for  private  investment.  These  results,  in  turn,  lead  to  stronger  eco- 
nomic growth  and  higher  incomes  over  the  long  term. 

Over  the  last  several  years,  our  simulations  illustrate  the  long-term  economic  con- 
sequences flowing  from  different  fiscal  policy  paths. Our  models  consistently  show 
that  saving  all  or  a  major  share  of  projected  budget  surpluses  ultimately  leads  to 
demonstrable  gains  in  GDP  per  capita.  Over  a  50-year  period,  GDP  per  capita  is 
estimated  to  more  than  double  from  present  levels  by  saving  all  or  most  of  projected 
surpluses,  while  incomes  would  eventually  fall  if  we  failed  to  sustain  any  of  the  sur- 
plus. Although  rising  productivity  and  living  standards  are  always  important,  they 
are  especially  critical  for  the  21st  century,  for  they  will  increase  the  economic  capac- 
ity of  the  projected  smaller  workforce  to  finance  future  government  programs  along 
with  the  obligations  and  commitments  for  the  baby  boomers'  retirement. 

CONCLUDING  OBSERVATIONS 

Updating  the  Medicare  benefit  package  may  be  a  necessary  part  of  any  realistic 
reform  program  to  address  the  legitimate  expectations  of  an  aging  society  for  health 
care,  both  now  and  in  the  future.  Expanding  access  to  prescription  drugs  could  ease 
the  significant  financial  burden  some  Medicare  beneficiaries  face  because  of  out- 
patient drug  costs.  Such  changes,  however,  need  to  be  considered  as  part  of  a  broad- 
er initiative  to  address  Medicare's  current  fiscal  imbalance  and  promote  the  pro- 
gram's longer-term  sustainability.  Balancing  these  competing  concerns  may  require 
the  best  from  government-run  programs  and  private  sector  efforts  to  modernize 
Medicare  for  the  future.  Further,  the  Congress  should  consider  adequate  fiscal  in- 
centives to  control  costs  and  a  targeting  strategy  in  connection  with  any  proposal 
to  provide  new  benefits  such  as  prescription  drugs. 

The  Congress  and  the  President  may  ultimately  decide  to  include  some  form  of 
prescription  drug  coverage  as  part  of  Medicare.  Given  this  expectation  and  the  fu- 
ture projected  growth  of  the  program,  some  additional  revenue  sources  may  in  fact 
be  a  necessary  component  of  Medicare  reform.  However,  it  is  essential  that  we  not 
take  our  eye  off  the  ball.  The  most  critical  issue  facing  Medicare  is  the  need  to  en- 
sure the  program's  long  range  financial  integrity  and  sustainability.  The  1999  an- 
nual reports  of  the  Medicare  Trustees  project  that  program  costs  will  continue  to 
grow  faster  than  the  rest  of  the  economy.  Care  must  be  taken  to  ensure  that  any 
potential  expansion  of  the  program  be  balanced  with  other  programmatic  reforms 
so  that  we  do  not  worsen  Medicare's  existing  financial  imbalances. 

Current  budget  surpluses  represent  both  an  opportunity  and  an  obligation.  We 
have  an  opportunity  to  use  our  unprecedented  economic  wealth  and  fiscal  good  for- 
tune to  address  todays  needs  but  an  obligation  to  do  so  in  a  way  that  improves  the 
prospects  for  future  generations.  This  generation  has  a  stewardship  responsibility 
to  future  generations  to  reduce  the  debt  burden  they  will  inherit,  to  provide  a  strong 
foundation  for  future  economic  growth,  and  to  ensure  that  future  commitments  are 
both  adequate  and  affordable.  Prudence  requires  making  the  tough  choices  today 
while  the  economy  is  healthy  and  the  workforce  is  relatively  large.  National  sa\dng 
pays  future  dividends  over  the  long  term,  but  only  if  meaningful  reform  begins  soon. 
Entitlement  reform  is  best  done  with  considerable  lead-time  to  phase  in  changes 
and  before  the  changes  that  are  needed  become  dramatic  and  disruptive.  The  pru- 
dent use  of  the  nation's  current  and  projected  budget  surpluses  combined  with 
meaningful  Medicare  and  Social  Security  program  reforms  can  help  achieve  both  of 
these  goals. 

Mr.  Chairman,  this  concludes  my  prepared  statement.  I  will  be  happy  to  answer 
any  questions  you  or  other  Subcommittee  Members  may  have. 


JsSee  Budget  Issues:  Long-Term  Fiscal  Outlook  (GAO/T-AIMD/OCE-98-83,  Feb.  25,  1998)  and 
Budget  Issues:  Analysis  of  Long-Term  Fiscal  Outlook  (GAO/AIMD/OCE-98-19,  Oct.  22,  1997). 
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Mr.  BILIRAKIS.  Thank  you,  Dr.  Scanlon.  Thanks  to  all  of  you. 

Well,  Ms.  Washington,  as  you  know,  I  have  introduced  legislation 
to  establish  a  protection  for  beneficiaries  who  have  high  annual 
drug  costs,  the  sickest.  Even  though  we  are  talking  about  it  being 
outside  of  the  scope  of  the  Medicare  program,  at  this  point  in  time 
it  would  include  all  Medicare  beneficiaries  who  qualify,  so  it  does 
hit  this  universal  coverage  idea,  by  the  way,  which  has  been  men- 
tioned in  the  past. 

The  President's  budget  proposed  to  set  aside  $35  billion  for  that 
purpose.  And  maybe  this  is  a  little  premature,  and  if  it  is,  certainly 
I  won't  press  you,  but  can  you  elaborate  on  the  administration's 
specific  plans  in  that  regard? 

Ms.  Washington.  Yes,  sir.  As  you  said,  we  agree  that  protecting 
beneficiaries  with  high  out-of-pocket  costs  is  important,  and  it  was 
one  of  the  areas  that  we  wanted  to  improve  on  in  the  proposal  that 
we  submitted  last  year.  We  don't  have  a  specific  benefit  design.  We 
want  to  work  with  the  Congress  to  come  up  with  a  benefit  design 
that  could  be  affordable  for  the  program  and  the  beneficiaries,  to 
protect  them  from  some  of  these  high  out-of-pocket  costs.  We  think 
that  the  $35  billion  that  we  set  aside  will  be  enough  to  craft  a  ben- 
efit that  offers  significant  protection.  But  other  than  that,  we  want 
to  work  with  you  on  the  details. 

Mr.  BiLlRAKlS.  Other  than  that,  you  have  nothing. 

Dr.  Hoadley,  do  you  have  anything  to  add  to  that? 

Mr.  Hoadley.  No. 

Mr.  BiLlRAKiS.  Dr.  Scanlon,  add  anything  to  it? 

Mr.  Scanlon.  Mr.  Chairman,  we  believe  very  strongly  that  cata- 
strophic protection  is  one  of  the  important  things  to  think 
about  

Mr.  BILIRAKIS.  We  don't  use  that  word.  We  don't  use  "cata- 
strophic." 

Mr.  Scanlon.  Sorry.  Stop-loss  protection.  But  I  would  also  point 
out  that  stop-loss  protection  for  Medicare  in  general  is  also  an  im- 
portant thing  to  think  about,  because  of  the  two  glaring  omissions 
from  the  Medicare  benefit  package  that  was  enacted  in  1965.  Out- 
patient prescription  drugs  may  be  one,  and  beneficiaries'  cost-shar- 
ing liability,  which  can  be  quite  high,  is  the  other. 

Mr.  BILIRAKIS.  Well,  thanks.  Some  have  suggested  that  enact- 
ment of  targeted  prescription  drug  assistance,  not  just  in  our  plan 
but  any  targeted  prescription  drug  assistance,  would  undermine 
broader  reform  to  preserve  Medicare  for  the  future.  You  know,  a 
similar  "all  or  nothing"  argument  was  advanced  during  the  debate 
on  health  care  reform  in  1994,  and  then  the  end  result  was  what? 
Well,  it  was  that  Americans  in  need  of  health  insurance  were 
forced  to  wait  2  years  for  enactment  of  legislation  to  provide  port- 
ability of  insurance  and  coverage  for  preexisting  conditions. 

We  must  not  repeat  that  mistake,  and  this  is  why  I  feel  so  very 
strongly  about  it.  Now,  you  know,  we  have  seen  the  charts  here. 
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we  have  talked  about  it  previously.  We  all  know  that  Medicare 
faces  a  severe  financial  crisis.  The  impending  bankruptcy  of  the 
program,  I  would  think,  would  be  sufficient  incentive  to  make  sure 
that  regardless  of  whether  we  advance  some  sort  of  targeted  pre- 
scription drug  assistance,  that  it  is  not  going  to  take  away  from  the 
need  to  reform  Medicare  consistent  with  all  of  the  discussions  that 
have  taken  place. 

I  would  like  to  ask  all  of  you  to  comment  regarding  that.  You 
know,  I  represent  such  a  strong  senior  citizen  area.  I  am  a  big  sup- 
porter of  Medicare.  And  under  perfect  circumstances,  whatever  the 
coverage  might  be  should  be  universal  to  all  Medicare  beneficiaries, 
but  we  don't  have  perfect  circumstances.  We  face  the  bankruptcy 
of  a  program  that  we  have  to  take  into  consideration  as  far  as 
spending  is  concerned. 

You  know,  I  just  have  trouble  quite  understanding  this  business 
of  "all  or  nothing"  when  in  fact  there  are  people  out  there  who  are 
hurting  right  now  who  can  be  helped  in  the  meantime,  until  we  can 
get  to  the  point  of  reforming  the  system,  which  is  going  to  take  a 
while,  and  in  this  political  year  many  people  feel  that  we  are  prob- 
ably not  going  to  be  able  to  get  around  to  it.  I  hope  that  they  are 
wrong. 

So,  Ms.  Washington,  again  it  is  a  policy  issue,  and  I  don't  know 
whether  it  is  something  you  want  to  address. 

Ms.  Washington.  Well,  I  think  that  we  agree.  The  President 
agrees  that  the  problem  really  has  two  parts.  It  is  modernizing  the 
benefit  package  with  prescription  drugs,  and  it  is  ensuring  that  the 
solvency  of  the  program  continues  in  the  long  run.  And  the  Presi- 
dent, as  you  know,  has  proposed  a  plan  that  addresses  both  cir- 
cumstances. 

I  think  there  are  particular  problems  for  prescription  drugs  for 
the  low-income,  but  I  believe  we  could  work  together  to  enact  a 
universal  drug  benefit  this  year.  As  you  know,  over  half  of  the 
beneficiaries  who  don't  have  coverage  do  have  incomes  over 
$150,000,  and  I  think  that  part  of  the  success  of  Medicare  is  the 
fact  that  it  is  available  to  everyone.  So  I  think  you  can  work  to- 
gether to  design  

Mr.  BILIRAKIS.  About  half  of  those  who  don't  have — forgive  me 
for  interrupting — who  don't  have  coverage  have  incomes  of  over 
$150,000? 

Ms.  Washington.  Sorry.  I  misspoke.  150  percent  of  poverty, 
which  is  about  $17,000  for  a  couple.  I  got  150  and  then  I  got  side- 
tracked. 

Mr.  BiLlRAKlS.  You  had  the  figure  right,  at  least,  right? 

Ms.  Washington.  But  I  think  we  can  work  together  to  do  a  uni- 
versal benefit  this  year,  affordable  to  both  the  beneficiaries  and  the 
program. 

Mr.  BiLlRAKlS.  Don't  we  wish  that  were  truly  the  case,  though? 

Dr.  Scanlon,  my  time  has  expired,  but  if  you  have  anything  

Mr.  Scanlon.  But  Chairman,  I  am  afraid  I  can't  offer  you  much 
advice  on  this  decision.  I  think  as  the  role  of  the  analyst,  what  we 
can  do  is  provide  you  the  elements  of  the  bigger  picture.  And  I  rec- 
ognize that  sometimes  incremental  approaches  are  easier  to  accom- 
plish in  the  short  term,  but  keeping  the  focus  on  the  bigger  picture 
and  knowing  how  the  incremental  strategy  will  build  to  be  able  to 
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deal  with  that  broader  question  I  think  is  very  important.  There 
is  no  debate  that  resources  are  a  portion  of  this  question,  and  it 
is  your  decision  as  to  how  those  can  be  used  best. 

Mr.  BiLiRAKis.  Well,  thank  you  for  all  the  help  that  we  always 
get  from  GAO. 

Mr.  Waxman? 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Chairman. 

Ms.  Washington,  just  so  we  understand  how  severe  this  problem 
is  of  prescription  drugs  for  the  elderly,  as  I  understand  it,  only 
about  half  the  beneficiaries  have  coverage  throughout  the  year.  Is 
that  an  accurate  statement? 

Ms.  Washington.  That  is  right. 

Mr.  Waxman.  And  that  coverage  is  not  dependable.  Employers 
are  cutting  back.  Managed  care  plans  are  cutting  back  if  not  elimi- 
nating drug  coverage.  And  then  the  Medigap  policies  are  very,  very 
costly.  Some  people  just  can't  afford  a  Medigap  policy. 

Ms.  Washington.  Right.  That  is  true. 

Mr.  Waxman.  Since  the  administration  testified  last  year  on  this 
issue  in  September,  I  believe  you  have  gotten  some  new  informa- 
tion about  what  is  happening  in  managed  care  plans  with  respect 
to  the  drug  coverage  they  offer.  Are  managed  care  drug  benefits  ex- 
panding or  shrinking? 

Ms.  Washington.  Unfortunately,  Congressman  Waxman,  man- 
aged care  drug  benefits  are  shrinking.  This  year,  70  percent  of  the 
plans  are  capping  their  drug  benefit  at  or  below  $1,000  for  the 
year,  and  of  those,  one-third  of  total  plans  cap  benefits  at  $500  or 
lower.  This  last  figure  has  increased  by  50  percent  from  the  pre- 
vious year,  1999. 

Mr.  Waxman.  So  we  have  large  numbers  of  seniors  without  pre- 
scription drug  coverage  or  with  undependable  coverage.  It  seems  to 
me  that  we  are  in  the  same  situation  with  regard  to  drug  coverage 
that  we  were  in  1965  with  respect  to  hospitalization  coverage, 
which  drove  government  to  enact  the  Medicare  program,  primarily 
to  cover  hospital  care  because  seniors  just  couldn't  afford  it  and 
didn't  have  it  available  to  them.  Is  that  an  accurate  statement? 

Ms.  Washington.  That  is  right,  sir.  Approximately  50  percent  of 
people  in  1963  had  access  to  hospital  insurance,  and  that  is  about 
where  we  are  with  Medicare  drug  coverage  today. 

Mr.  Waxman.  Now,  Dr.  Scanlon,  in  1963,  1964  and  then  1965, 
the  Congress  could  have  said  there  is  a  bigger  picture,  and  there- 
fore we  shouldn't  solve  this  problem  until  we  deal  with  the  bigger 
picture.  That  could  have  kept  the  Congress  from  doing  an3^hing, 
couldn't  it?  That  is  just  sort  of  a  rhetorical  question. 

Mr.  Scanlon.  I  can't  give  you  the  details.  I  know.  I  can't  give 
you  the  details  of  the  bigger  picture  then,  but  I  think  that  our  pic- 
ture now  is  quite  different  than  it  was  in  1965.  Medicare  has  ab- 
sorbed a  much  larger  share  of  our  economy  than  it  did  in  1965,  and 
I  think  that  in  1965  we  would  have  certainly  included  drug  cov- 
erage if  we  had  recognized  the  role  that  drugs  were  going  to  play 
in  medical  care. 

But  the  reality  was  that  medical  care  was  so  different  then,  and 
that  was  in  part  how  we  approached  Medicare.  I  think  over  time 
we  have  refined  Medicare  dramatically  to  reflect  the  fact  that  med- 


119 


ical  science  and  the  delivery  of  medical  care  has  changed  quite  a 
bit. 

Mr.  Waxman.  You  would  think,  then,  an  insurance  program  for 
seniors  in  this  country  ought  to  have  prescription  drugs? 

Mr.  SCANLON.  If  we  were  designing  an  insurance  program  today, 
it  should  have  prescription  drug  coverage.  Virtually  the  entire  el- 
derly population  uses  some  drugs.  Those  that  are  going  to  end  up 
with  catastrophically  high  drug  costs  are  a  smaller  segment  and 
you  don't  necessarily  have  the  ability  to  plan  for  that  or  have  the 
ability  to  save  for  that.  That's  why  having  insurance  is  an  ex- 
tremely positive  benefit  for  beneficiaries. 

Mr.  Waxman.  We  could  have  taken  that  approach  with  Medicare 
in  1965  and  said,  well,  just  cover  catastrophic  costs  for  hospitaliza- 
tion and  doctor  expenses,  and  let  people  figure  if  they  can  come  up 
with  the  money  before  they  get  that  coverage  triggered  in,  couldn't 
we? 

Mr.  SCANLON.  I  am  not  saying  that  we  should  have  only  a  cata- 
strophic drug  benefit.  I  think  because  of  catastrophic  costs,  a  drug 
benefit  is  extremely  important.  Having  a  drug  benefit  that  begins 
at  a  lower  level  is  also  important  to  prevent  the  exacerbation  of 
conditions,  so  that  you  do  not  incur  other  kinds  of  higher  expenses. 
I  think  it  is  also  important,  though,  that  there  be  a  sharing  of  the 
burden  of  this  benefit. 

Mr.  Waxman.  Well,  we  want  to  share  the  burden,  so  we  want  to 
get  as  many  people  covered  as  possible  in  any  kind  of  voluntary 
prescription  drug  government  program,  wouldn't  we?  You  would 
agree  that  if  we  are  going  to  do  it,  we  should  do  it  for  all  Medicare 
beneficiaries,  not  just  the  150  percent  of  poverty  level? 

Mr.  SCANLON.  I  think  that  the  decision  as  to  whether  you  do  it 
for  all  Medicare  beneficiaries  is  one  that  you  have  to  base  on  re- 
sources, and  this  use  versus  other  uses  of  those  resources,  and  that 
I  think  is  a  decision  we  can't  make  at  GAO  for  you. 

Mr.  Waxman.  I  have  seen  articles  with  headlines  that  say  "GAO 
Says  Don't  Provide  A  Prescription  Drug  Coverage  Under  Medicare 
Until  All  Of  Medicare  Is  Modernized."  Is  that  a  recommendation  or 
just  a  reporter's  interpretation  of  what  your  statements  have  been? 

Mr.  Scanlon.  I  think  those  are  reporters'  interpretations  out  of 
context,  because  the  GAO  position  has  been  that  we  should  think 
about  modernizing  the  Medicare  program  in  its  totality.  Prescrip- 
tion drug  coverage  is  one  aspect  of  it.  Stop-loss  coverage  is  another. 
Making  the  purchases  of  all  services  more  efficient  is  a  third.  And 
I  think  those  are  the  major  principles  of  GAO's  position  on  this. 

Mr.  Waxman.  So  we  have  lots  of  tradeoffs,  but  ultimately  it  is 
up  to  the  elected  officials  to  make  the  public  policy  calls.  We  are 
not  going  to  solve  all  the  world's  problems  at  once,  so  we  have  to 
decide  what  is  the  most  severe  one  facing  us,  and  the  most  severe 
one  facing  the  elderly  in  this  country,  I  believe,  is  the  lack  of  cov- 
erage, not  the  crisis  that  may  be  in  2014  or  2030.  That  is  my  opin- 
ion. 

Mr.  Greenwood  [presiding].  I  think  the  gentleman's  time  has 
expired.  The  Chair  recognizes  himself  for  5  minutes. 

Ms.  Washington,  in  his  State  of  the  Union  address,  the  President 
recognized  a  senior  citizen  in  the  gallery  whose  name  was  Pat 
Brown  and  cited  him  as  an  example,  and  noted  that  he  had  an  an- 
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nual  prescription  drug  cost  of  $4,200  and  he  had  no  drug  coverage. 
Could  you,  in  order  to  illustrate  the  President's  proposal,  tell  us 
how  her — excuse  me — Mrs.  Brown  would  be  helped  by  the  Presi- 
dent's proposal. 

Ms.  Washington.  Yes,  sir.  The  President's  proposal  offers  pre- 
scription drug  coverage  up  to  a  limit  each  year,  and  the  premium 
for  beneficiaries  is  subsidized  by  the  government  at  50  percent  and 
the  beneficiary  pays  the  other  50  percent.  Drugs  are  covered  up  to 
a  limit  of  $2,000  in  the  first  year  and  $5,000  when  fully  phased  in. 

And  so,  Mrs.  Brown  would  receive  assistance.  She  would  pay  the 
monthly  premium,  which  in  2003  would  be  $26  a  month.  And  then, 
she  would  receive  her  drugs  at  a  discount  that  would  be  offered  by 
the  pharmacy  benefit  manager,  or  the  HMO  that  she  belongs  to, 
and  she  would  pay  up  to  a  50  percent  co-pay  for  the  cost  of  the 
drugs  that  she  receives  each  year. 

Mr.  Greenwood.  Let  me  see  if  our  math  is  the  same  here.  Ac- 
cording to  my  math,  she  would  pay,  in  2003  she  would  pay  $3,500 
out  of  her  pocket  under  the  Clinton  plan,  of  the  $4,200,  because  the 
government's  contribution  is  capped  at  $1,000.  She  would  be  pay- 
ing approximately  $300  in  premiums,  plus  one-half  of  the  $2,000 
maximum  benefit,  or  $2,200,  and  therefore  her  uncovered  drug 
spending  would  be  $3,500.  Do  we  have  different  mathematicians 
working  for  us  here? 

Ms.  Washington.  Well,  I  think  there  are  two  points.  The  first 
point  is  that  if  she  is  uninsured  now  or  she  participates  in  a 
Medigap  plan,  she  is  not  realizing  the  benefits  of  the  discounts  that 
the  pharmacy  benefit  managers  can  give  her.  So,  her  costs  would 
hopefully  be  lower  with  drug  coverage.  I  think  when  the  benefit  is 
fully  phased  in  at  $5,000,  she  would  receive  more  help  than  she 
would  in  the  first  year. 

Mr.  Greenwood.  If  she  lives  that  long,  and  we  hope  she  does. 

Mr.  Waxman.  Without  a  drug  program,  she  might  not, 

Mr.  Greenwood.  Right,  right.  Well,  without  a  good  drug  pro- 
gram she  might  not,  that  is  the  problem.  And  of  course  I  think  this 
goes  to  one  of  the  essential  dilemmas  here,  is  with  finite  resources 
do  we  want  to  make  sure  that  we  cover  more  of  her  costs  and  focus 
this  on  the  lower  end  of  the  socioeconomic  scale,  or  provide  a  rel- 
atively thin  coverage,  at  least  for  the  first  several  years,  to  every- 
one. That  is  a  basic  philosophical  consideration  for  us. 

You  mentioned  the  fact  that  you  hadn't,  I  think  it  was  in  re- 
sponse to  a  question,  that  the  President  and  the  administration 
hadn't  developed  a  benefits  package,  and  that  you  intended  to  work 
with  the  Congress,  you  hoped  to  work  with  Congress  on  that.  In 
fact,  it  is  my  understanding  that.  A,  we  have  no  legislative  lan- 
guage from  the  White  House  at  all  with  regard  to  the  President's 
proposal;  and,  B,  I  am  not  aware,  and  I  am  one  of  the  guys  sup- 
posedly writing  this  legislation,  I  am  not  aware  of  any  overtures 
from  the  administration  to  work  with  the  Congress. 

And  let  me  say  to  you  that  it  is  my  fervent  hope  that  what  we 
end  up  doing  is  having  a  package  on  the  President's  desk  that  we 
have  negotiated  with  the  administration,  that  we  all  can  feel  good 
about.  Republicans  and  Democrats,  and  get  signed  into  law  this 
year.  But  to  do  that  I  think  we  are  going  to — time  is  obviously  very 
limited — we  are  going  to  have  to  see  language  from  the  administra- 
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tion,  some  very  concrete  and  detailed  language.  We  are  really  going 
to  have  to  establish  a  dialog  here,  where  representatives  of  the  ad- 
ministration and  representatives  of  the  Congress,  both  chambers, 
both  sides  of  the  aisle,  are  working  toward  that  common  goal,  be- 
cause we  won't  get  it  otherwise. 
Could  you  comment  on  that? 

Ms.  Washington.  Yes,  sir.  Back  in  July,  we  released  a  very  de- 
tailed plan  of  the  President's  proposal  that  was  about  40  pages 
long.  We  are  working  on  legislative  language  now,  and  I  can  cer- 
tainly get  back  to  you  about  what  the  plans  are  for  that.  But  we 
would  be  happy  to  sit  down  and  work  with  this  committee,  like  we 
have  in  the  past,  to  discuss  the  issues  and  see  what  we  can  do. 

Mr.  Greenwood.  Well,  I  will  personally  take  you  up  on  that  be- 
cause I  believe  that  that  is  a  dialog  that  has  to  begin  sooner  rather 
than  later,  and  I  have  been  around  here  long  enough  to  know  that 
when  it  happens  later,  it  usually  is  too  late  and  we  end  up  with 
a  veto  or  we  end  up  with  stalemate  and  a  lot  of  political  finger- 
pointing,  and  I  think  we  ought  to  avoid  that. 

I  see  no  other  members — oh,  Dr.  Ganske  is  recognized  for  5  min- 
utes. 

Mr.  Ganske.  I  want  to  get  back  to  the  macro  level  here.  I  appre- 
ciate your  testimony. 

It  looks  to  me  like  today  Medicare  expansion  of  benefits  is  even 
more  difficult  than  it  was  in  1988,  1989,  and  here  is  why.  We  have, 
I  think,  a  very  firm  bipartisan  commitment  to  protect  Social  Secu- 
rity. That  makes  deficit  spending  for  new  programs  very  difficult. 

Second,  how  do  you  expand  coverage  for  some  when  others  have 
no  coverage  at  all,  i.e.,  the  uninsured,  the  totally  uninsured? 

And,  third,  as  Mr.  Scanlon's  first  chart  points  out,  we  are  getting 
closer  and  closer  to  Medicare  insolvency,  and  so  what  should  our 
priorities  be?  Should  our  first  priority  be  to  protect  the  current  pro- 
gram? Or  should  it  be  to  expand  the  current  program  and  then 
push  that  insolvency  date  closer? 

Now,  the  President's  plan  recommends  spending  roughly  $170 
billion  over  10  years,  I  think,  $168.5  billion  or  something  like  that. 
Senator  Breaux's  plan  talks  about  $70  billion.  Earlier  today  I 
talked  about  how  much  this  surplus  really  could  be. 

And  now  that  I  have  got  the  CBO  paper  in  front  of  me,  you 
know,  if  you  look  at  the  projections  for  spending  just  to  keep  up 
with  inflation,  not  counting  emergency  spending,  then  you  get 
about  $830  billion  in  surplus  over  10  years.  So  knock  off  about  an- 
other $200  billion  for  emergency  spending,  and  then  knock  off 
about  another  $100  billion  for  a  bipartisan  commitment  for  in- 
creased spending  on  defense.  I  hear  that  all  the  time  from  both 
sides  of  the  aisle,  from  the  President.  So  you  could  knock  off  about, 
you  know,  another  $300  billion  just  for  that.  So  now  you  are  down 
to  about  $500  billion  over  10  years. 

Okay.  What  I  am  saying  is  this:  I  am  terribly  frustrated  by  this 
process,  because  we  don't  know.  A,  how  much  a  real  prescription 
benefit  is  going  to  cost,  because  we  don't  know  what  new  drugs  are 
coming  along,  and  the  President's  plan  is  open-ended.  You  are  talk- 
ing about  50  percent  of  expenses  but  we  don't  know  what  the  ex- 
penses are.  I  mean,  it  could  be  a  lot  more  than  what  we  are  pro- 
jecting. 
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And  we  don't  know,  because  we  don't  have  a  budget  at  this  point 
in  time,  how  much  we  are  projecting  for  being  able  to  cover,  say, 
the  uninsured.  If  we  did  nothing  more  than  make  an  effort  to  get 
those  who  already  qualify  for  Federal  programs  into  the  programs, 
that  is  an  additional  significant  cost,  much  less  an  expansion. 

And  so,  you  know,  I  guess  I  would  like  your  comments  on  this. 
How  can  we  justify  this,  proposing  these  programs,  without  a  con- 
text of  a  budget  that  we  have  agreed  on  in  a  bipartisan  fashion? 
Mr.  Scanlon? 

Mr.  Scanlon.  Dr.  Ganske,  I  think  in  part  we  need  to  go  and  look 
at  that  bigger  picture  again,  and  it  is  not  just  the  issue  of  this  fi- 
nancing picture  but  it  is  the  issue  of  the  operation  of  the  Medicare 
program.  Because  I  think  that  in  both  the  President's  proposal  and 
in  the  Breaux-Frist  bill  and  in  the  work  of  the  commission,  we 
were  talking  about  not  only  modernizing  this  program  in  terms  of 
adding  a  drug  benefit  and  stop-loss  coverage  but  also  trying  to 
make  it  more  efficient,  and  hope  that  we  would  get  savings  there 
that  would  both  be  able  to  cover  the  cost  of  some  of  these  benefits 
as  well  as  to  make  it  more  sustainable  for  the  future. 

Now,  there  is  a  big  "if  there.  I  don't  think  that  we  have  the  ex- 
perience or  the  analysis  yet  to  feel  comfortable  that  we  are  going 
to  be  able  to  do  this,  but  I  would  agree  with  everything  that  you 
said  in  terms  of  the  dilemma  we  have  in  the  tradeoffs.  There  are 
significant  needs  besides  drug  coverage  for  Medicare  beneficiaries, 
such  as  the  needs  of  the  uninsured,  and  what  is  done  about  those 
while  one  is  thinking  about  drug  coverage  is  a  major  issue. 

But  I  am  afraid  that  what  we  can  try  to  do  is  provide  you  the 
information  on  the  relative  effects  of  different  approaches  to  this, 
but  when  it  comes  down  to  having  to  make  a  choice  between  the 
two,  I  don't  have  any  advice  on  that. 

Mr.  Ganske.  Ms.  Washington,  let  me  just  go  back  over  these 
three  points  that  I  made. 

First,  do  you  agree  that  there  is  a  bipartisan  commitment  to  pro- 
tect Social  Security  that  makes  deficit  spending  for  new  programs 
very  difficulty? 

Mr.  Greenwood.  Please  be  brief  when  you  respond,  since  the 
gentleman's  time  has  expired. 

Ms.  Washington.  Dr.  Ganske,  I  can't  really  comment  on  the 
overall  budget  structure  of  the  administration. 

Mr.  Ganske.  The  administration  doesn't  want  to  see  deficit 
spending. 

Ms.  Washington.  That  is  correct. 

Mr.  Ganske.  Okay.  And  the  administration  has  a  real  commit- 
ment to  providing  coverage  to  those  who  don't  have  any  insurance, 
right? 

Ms.  Washington.  Right.  That  is  correct.  We  have  a  proposal  

Mr.  Ganske.  And  the  administration  has  a  real  commitment  to 
making  sure  that  Medicare  stays  solvent? 
Ms.  Washington.  Yes,  sir. 

Mr.  Greenwood.  The  gentleman's  time  has  expired. 
Mr.  Ganske.  Mr.  Chairman,  I  would  ask  for  an  additional 
minute,  unanimous  consent. 
Mr.  Greenwood.  A  quick  minute. 
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Mr.  Ganske.  Hey,  there  is  only  three  of  us.  I  am  sorry.  Mr.  Burr 
is  down  here. 

Mr.  Scanlon,  we  are  talking  about,  you  know,  trying  to  do  basi- 
cally a  number  of  things  in  our  budget.  We  are  talking  about  tax 
cuts,  we  are  talking  about  an  expansion  of  coverage  for  the  unin- 
sured, we  are  talking  about  prescription  drugs  and  expansion  of 
benefits  in  Medicare,  and  there  are  a  number  of  other  priorities. 
Can  you  make  a  suggestion  for  me?  How  can  we  even  begin  to  look 
at  what  we  should  be  fashioning  for  some  type  of  drug  benefit  for 
those  who  truly  need  it,  without  knowing  how  much  money  we 
have  to  spend,  how  much  money  is  available? 

Mr.  Scanlon.  I  think  we  can  begin  by  trying  to  help  you  in 
terms  of  understanding  what  the  implications  of  different  levels  of 
resources  going  into  this  would  be,  and  how  those  resources,  dif- 
ferent levels  of  resources,  could  be  targeted,  and  some  of  the  poten- 
tial consequences  of  that  targeting.  But  beyond  that  I  don't  know 
how  to  guide  you,  because  I  do — I  mean,  I  understand  your  di- 
lemma completely,  which  is  that  the  list  of  potential  uses  of  both 
existing  revenues  and  future  surpluses  is  quite  long  and  clearly 
will  go  well  beyond  the  money  that  is  available.  . 

Mr.  Ganske.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Greenwood.  The  gentleman,  Mr.  Strickland,  is  recognized 
for  5  minutes  for  inquiry. 

Mr.  Strickland.  Thank  you.  I  would  like  to  address  this  to  Ms. 
Washington. 

You  mentioned  in  your  testimony  that  a  Medicare  benefit  needs 
to  be  universal  to  avoid  adverse  risk  selection  problems,  and  the 
question  I  have  is,  what  are  the  risk  selection  problems  that  could 
occur  in  a  drug  benefit  that  is  targeted  only  toward  certain  bene- 
ficiaries such  as  low  income  seniors? 

Ms.  Washington.  Well,  risk  selection  happens  when  you  are  tar- 
geting the  benefit  only  to  a  certain  group  or  you  are  making  it 
unaffordable  for  others  to  join  the  program.  What  happens  is,  when 
you  can't  share  the  risk  among  the  maximum  amount  of  bene- 
ficiaries possible,  the  cost  keeps  going  up  and  the  relatively  healthy 
people  will  find  that  it  is  not  affordable  to  them,  and  that  cycle  spi- 
rals out  of  control,  so  at  a  certain  point  the  benefit  isn't  really  sus- 
tainable because  no  one  can  afford  it. 

Mr.  Strickland.  And  that  gets  to  the  second  part  of  miy  ques- 
tion, and  that  is  the  level  of  subsidy  that  would  have  to  be  avail- 
able to  make  benefits  affordable  to  low  income  folks.  And  looking 
at  the  President's  plan,  I  guess  the  major  concern  that  I  have  about 
it  is,  is  the  benefit  attractive  enough  to  attract  sufficient  numbers 
of  voluntary  participants  to  keep  this  adverse  selection  process 
from  occurring?  And  I  assume  the  administration  has  considered 
that,  but  it  seems  to  me  that  the  benefit  package  is  minimal  at 
best,  and  there  are  seniors  that  would  find  it  inadequate  and  con- 
sequently find  it  not  all  that  appealing  to  voluntarily  participate. 
Is  that  a  concern? 

Ms.  Washington.  Well,  what  we  tried  to  do  in  designing  the  ben- 
efit is  to  make  it  attractive  enough  so  that  most  beneficiaries  would 
participate,  and  we  set  the  subsidy  level  at  50  percent  in  order  to 
achieve  that,  but  at  the  same  time  trying  to  make  it  affordable  for 
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the  program.  We  have  a  series  of  protections  for  the  lowest  income 
beneficiaries,  so  that  people  under  135  percent  of  poverty  have 
their  premiums  and  cost-sharing  covered,  and  then  people  between 
135  and  150  percent  of  poverty  receive  assistance  on  a  sliding 
scale. 

The  addition  of  the  stop-loss  protection  that  we  talked  about  ear- 
lier would  really  serve  to  make  the  benefit  more  attractive  to  those 
people  with  the  highest  out-of-pocket  costs,  and  that  was  a  concern 
that  we  had  last  year,  that  is  the  reason  why  we  added  that. 

Mr.  Strickland.  One  of  the  groups  that  is  opposed  to  the  admin- 
istration's initiative  has  communicated  with  a  number  of  my  con- 
stituents, and  one  of  the  things  they  charge  is  that  it  will  not  be 
voluntary.  They  don't  do  that  exactly.  They  are  very  careful  in  the 
words  they  use  and  how  they  use  those  words,  but  they  make  ref- 
erence to  the  fact  that  the  administration  has  indicated  that  ap- 
proximately 80  percent  of  Medicare  beneficiaries  will  choose  to  par- 
ticipate, and  they  take  that  estimate  as  an  indication  that  this  pro- 
gram will  not  be  voluntary. 

Can  you  tell  me  where  you  came  up  or  how  you  came  up  with 
the  estimate  that  approximately  80  percent  of  Medicare-eligible 
folks  would  choose  to  participate? 

Ms.  Washington.  When  we  were  designing  the  benefit,  we  con- 
sulted with  our  actuaries  about  the  size  of  the  subsidy  and  the  gen- 
erosity of  the  benefit  package,  and  what,  in  their  opinion,  would 
cause  the  benefit  to  be  attractive  so  that  almost  all  beneficiaries 
would  participate.  That  is  how  we  settled  on  the  50  percent  sub- 
sidy. 

Eighty  percent  of  the  beneficiaries  are  expected  to  participate  be- 
cause we  have  subsidies  for  employers  to  continue  to  offer  their  pri- 
vate coverage.  So,  we  do  think  that,  as  a  result  of  the  subsidies, 
employers  would  take  the  incentive  and  continue  to  offer  their  pri- 
vate retiree  coverage  for  those  people  who  have  it. 

Mr.  Strickland.  So  the  80  percent  estimate  is  not  based  upon 
any  coercion  on  the  part  of  this  program,  but  it  is  based  on  the  as- 
sumption— and  I  guess  that  assumption  is  arrived  at  through  some 
scientific  methodology — that  80  percent  would  choose  to  participate 
either  because  they  have  no  coverage  currently,  or  the  coverage 
they  have  is  inadequate,  or  the  coverage  they  have  is  becoming  so 
expensive  they  can't  keep  it,  or  they  are  afraid  their  HMO  will  drop 
coverage,  as  many  HMOs  are  doing.  Is  that  a  fair  assessment  of 
the  estimate? 

Ms.  Washington.  Yes,  that  is  correct,  sir. 

Mr.  Strickland.  Thank  you. 

No  more  questions,  Mr.  Chairman. 

Mr.  Greenwood.  The  gentleman,  Mr.  Burr,  is  recognized  for  5 
minutes  for  inquiry. 

Mr.  Burr.  Thank  you,  Mr.  Chairman.  I  apologize  to  the  wit- 
nesses for  this  schedule  today. 

Ms.  Washington,  let  me  see  if  I  just  understood  you  correctly. 
Based  upon  the  President's  proposal  in  blueprint  form,  it  is  esti- 
mated that  80  percent  of  seniors  would  choose  the  drug  option  that 
the  President  has  proposed? 

Ms.  Washington.  That  is  correct. 
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Mr.  Burr.  Well,  let  me  run  you  through  a  chart.  Tell  me  if  I  am 
wrong.  Based  upon  the  2002  phase-in,  the  partial  phase-in,  at 
$1,000  per  beneficiary  of  drug  spending,  I  see  a  value  to  the  indi- 
vidual who  participated  of  $197.60,  and  an  out-of-pocket  cost  of 
$802.40.  Who  was  it  that  looked  at  that  and  said  80  percent  of  the 
seniors  would  see  value  in  that? 

Ms.  Washington.  Well,  there  are  a  couple  of  reasons  why  we 
would  see  value  in  the  benefit.  First  of  all,  the  figures  you  are  cit- 
ing are  the  first  year,  and  the  benefit  would  

Mr.  Burr.  Well,  let  me  cite  2008.  At  $1,000,  it  has  a  "value  of 
the  President's  plan"  benefit,  a  negative  $134,  and  the  out-of-pocket 
cost,  $1,034  for  the  beneficiary.  It  actually  gets  worse. 

Ms.  Washington.  Well,  if  you  look  at  the  costs  of  drug  coverage 
for  the  average  beneficiary  and  you  project  those  forward  to  when 
the  benefit  starts,  we  do  predict  that  the  average  beneficiary,  while 
the  benefit  isn't  free  and  we  do  require  a  50  percent  subsidy  and 
50  percent  premium  and  50  percent  co-pays,  there  would  be  value 
to  the  beneficiary  from  the  benefit,  both  in  terms  of  coverage  and 
in  terms  of  

Mr.  Burr.  Now,  you  are  subsidizing  some  income  level  for  the 
premium  costs,  correct,  under  this  plan? 
Ms.  Washington.  For  low  income  beneficiaries? 
Mr.  Burr.  Yes,  ma'am. 
Ms.  Washington.  Right. 

Mr.  BuHR.  At  what  percentage  of  poverty  would  you  subsidize 
their  premium  costs? 

Ms.  Washington.  Beneficiaries  under  135  percent  of  poverty 
would  see  full  coverage  for  premiums  and  co-pays,  and  beneficiaries 
from  135  to  150  percent  of  poverty  would  see  premium  assistance 
based  on  a  sliding  scale. 

Mr.  Burr.  Now,  of  the  individuals  that  were  in  that  135  and 
below,  you  are  paying  100  percent  of  their  premium? 

Ms.  Washington.  That  is  right. 

Mr.  Burr.  Then  are  they  on  a  50-50  share  for  every  drug  they 
buy  then,  or  are  you  paying  100  percent  of  their  drugs. 

Ms.  Washington.  We  would  also  pick  up  the  co-pay  for  those 
beneficiaries. 

Mr.  Burr.  You  would  also  pick  up  the  50  percent  co-pay.  Now, 
above  the  135,  they  are  partially  responsible  for  their  premium,  or 
you  are  going  to  subsidize  their  premium? 

Ms.  Washington.  They  are  partially  responsible  for  it.  We  would 
partially  subsidize  their  premium. 

Mr.  Burr.  And  how  about  the  co-pay,  the  50  percent? 

Ms.  Washington.  No,  they  would  

Mr.  Burr.  They  would  pick  up  the  50  percent? 

Ms.  Washington.  For  that  population,  I  think  they  would  pick 
up  the  co-pay. 

Mr.  Burr.  Okay,  so  now  you  have  picked  up  $302,  and  they  are 
going  to  pay  50  cents  of  every  dollar  that  they  spend.  Now.  at  what 
point  does  the  partial  subsidy  of  the  premium  stop,  what  income, 
what  poverty  level? 

Ms.  Washington.  That  is  at  150  percent  of  poverty. 

Mr.  Burr.  So  at  150  percent,  the  individual  is  responsible  for 
their  premium  and  their  co-pay? 
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Ms.  Washington.  Right. 

Mr.  Burr.  Okay.  Now,  so  these  numbers  would  be  accurate  for 
somebody  at  150  percent  of  poverty  or  above,  where  of  $1,000 
worth  of  drug  spending,  the  actual  value  of  the  plan  is  a  negative 
$134.  Let  me  remind  you  what  150  percent  of  poverty  is.  Mr.  Wax- 
man  and  I  disagree.  I  have  it  at  $11,727  on  an  annual  basis.  We 
are  going  to  tell  those  people,  we  are  going  to  offer  them  a  product, 
that  if  they  have  $1,000  worth  of  drug  costs  in  a  year,  they  are 
going  to  pay  $1,100  bucks  for,  and  somebody  has  computed  80  per- 
cent of  the  seniors  are  going  to  buy  into  this? 

Ms.  Washington.  Well,  you  have  to  look  at  the  quality  of  the 
coverage  that  most  beneficiaries  have  now.  A  third  of  the  bene- 
ficiaries have  no  

Mr.  Burr.  Clearly,  under  this  scenario,  they  could  pay  for  it  and 
they  would  come  out  better. 

Mr.  SCANLON.  Mr.  Burr,  if  I  could  add,  I  think  that  we  need  to 
really  think  about  this  as  an  insurance  plan,  and  the  issue  is  that 
if  I  knew  with  certainty  that  I  was  going  to  have  $1,000  worth  of 
coverage,  then  maybe  I  wouldn't  buy  this  insurance  plan.  But  if  I 
have  a  different  situation,  which  is  that  the  only  way  I  can  get  into 
this  insurance  plan  which  is  subsidized  at  50  percent  is  to  opt  for 
coverage  now,  and  to  be  able  to  maintain  that  coverage  for  the  fu- 
ture, and  it  is  always  50  percent  subsidized,  I  may  do  that. 

The  example  I  think  that  we  need  to  look  to  is  Part  B,  where  the 
participation  rate  is  well  above  90  percent,  and  it  is  something 
where  you  have  to  opt  into  Part  B  when  you  first  become  eligible 
for  Medicare. 

Mr.  Burr.  Or  you  

Mr.  SCANLON.  You  don't  wait  until  you  discover  what  your  health 
care  costs  are  going  to  be. 

Mr.  Burr.  Let  me  ask  you,  from  a  GAO  perspective,  if  we  were 
to  design  a  drug  benefit  that  was  open  universally  to  all  seniors, 
and  there  was  value  at  the  high  end,  let's  say  for  a  minute  that 
the  cost  of  the  low  end  and  the  cost  of  the  high  end  were  the  same, 
have  you  eliminated  the  adverse  selection  risk  of  the  low  end  be- 
cause you  have  got  seniors  to  buy  in  on  the  high  end? 

Mr.  SCANLON.  I  think  you  have  eliminated  some  of  the  adverse 
selection  risk.  I  think  the  two  biggest  things  that  eliminate  the  ad- 
verse selection  risk  are  the  subsidy,  which  makes  this  of  value  to 
more  people,  and  the  fact  that  if  you  only  have  limited  open  enroll- 
ment periods,  that  people  are  going  to  sign  up  not  knowing  what 
the  future  is  going  to  hold  

Mr.  Burr.  So  more  mandatory  than  voluntary,  is  what  you  

Mr.  SCANLON.  Well,  not  mandatory.  It  is  voluntary,  but  you  are 
not  

Mr.  Burr.  But  creating  a  penalty  is  a  form  of  a  mandatory  sug- 
gestion. Let  me  just  ask  you,  because  I  know  we  are  going  to  run 
out  

Mr.  Greenwood.  The  gentleman's  time  has  expired. 

Mr.  Burr.  A  last  question,  if  I  could.  Could  both  of  you  just  com- 
ment on  your  impression  of  the  commission's  report,  which  was 
premium  support  as  it  relates  to  Medicare,  and  in  that  they  had 
a  drug  benefit,  but  would  you  just  comment  on  whether  HCFA  is 
supportive  and  thinks  that  that  model  would  work,  and  whether 
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GAO  has  looked  at  it  and  whether  they  think  that  model  would 
work. 
Ms.  Washington? 

Ms.  Washington.  When  the  commission  reported  out  its  plan, 
the  President  expressed  some  serious  concerns  about  the  model.  We 
have  proposed  our  own  plan,  that  includes  injecting  competition 
into  the  program  and  adding  a  prescription  drug  benefit,  that  we 
think  would  provide  the  right  incentives  to  choose  lower  cost  plans 
without  increasing  fee-for-service  premiums  for  people  who  would 
like  to  stay  in  that  program. 

Mr.  Burr.  But  that  is  not  the  President's  drug  plan  here. 

Ms.  Washington.  No.  The  President's  drug  plan  is  included  as 
part  of  his  comprehensive  reform  proposal. 

Mr.  Burr.  This  proposal  that  is  on  the  table  now. 

Ms.  Washington.  The  one  we  are  talking  about  today. 

Mr.  Burr.  Dr.  Scanlon? 

Mr.  Scanlon.  Mr.  Burr,  we  are  in  the  process  of  looking  at  both 
the  premium  support  model  and  the  President's  plan,  and  the 
Comptroller  General,  David  Walker,  is  going  to  be  testifying  on  the 
24th  about  the  analysis  that  we  have  done,  so  I  would  defer  until 
that  date. 

Mr.  Burr.  I  will  wait  anxiously  for  that. 
Mr.  Gree>twood.  The  gentleman's  time  has  expired. 
We  thank  the  panel  for  your  forbearance  and  for  your  excellent 
testimony. 

We  are  going  to  call  up  the  third  panel,  call  up  Ms.  Lisa  Alecxih, 
vice  president  of  The  Lewin  Group;  Dr.  Bruce  Vladeck,  senior  vice 
president  of  policy.  Mount  Sinai  NYU  Health;  Mr.  Don  Moran, 
president.  The  Moran  Company;  Ms.  Carol  McCall,  executive  vice 
president.  Managed  Care  and  Clinical  Informatics;  and  Dr.  Don 
Young,  chief  operating  officer. 

For  the  benefit  of  the  next  panel  and  the  members  and  the  audi- 
ence, I  understand  that  Dr.  Vladeck  has  a  time  constraint.  We 
would  ask,  without  objection,  that  Dr.  Vladeck  have  the  oppor- 
tunity to  provide  his  testimony,  and  then  we  will  break  for  the  vote 
and  come  back  for  the  testimony  of  the  others. 

STATEMENTS  OF  BRUCE  C.  VLADECK,  DIRECTOR,  INSTITUTE 
FOR  MEDICARE  PRACTICE,  MOUNT  SINAI  SCHOOL  OF  MEDI- 
CINE, AND  SENIOR  VICE  PRESIDENT  FOR  POLICY,  MOUNT 
SINAI  NYU  HEALTH;  LISA  MARIE  B.  ALECXIH,  VICE  PRESI- 
DENT, THE  LEWIN  GROUP;  DONALD  W.  MORAN,  PRESIDENT, 
THE  MORAN  COMPANY;  CAROL  J.  McCALL,  EXECUTIVE  VICE 
PRESIDENT,  MANAGED  CARE,  ALLSCRIPTS;  AND  DONALD 
YOUNG,  CHIEF  OPERATING  OFFICER  AND  MEDICAL  DIREC- 
TOR, HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA 

Mr.  Vladeck.  Thank  you  very  much,  Mr.  Chairman.  I  said  in  my 
written  statement  a  number  of  very  sincere  things  about  my  appre- 
ciation for  the  courtesy  and  kindness  this  committee  always 
showed  me,  and  once  again  I  am  grateful  for  it.  When  I  appeared 
before  you  more  regularly,  I  made  a  number  of  commitments  to  my 
family  about  I  would  no  longer  be  missing  important  events,  and 
that  has  created  my  schedule  problem  today,  and  I  appreciate  your 
indulgence. 
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Consistent  with  that,  I  will  summarize  very,  very  briefly  my  tes- 
timony by  making  one  general  observation  and  then  just  five  points 
that  I  think  are  germane  to  some  of  the  discussion  today. 

The  general  observation  I  would  make  is  actually  triggered  in  my 
mind  by  a  comment  that  is  part  of  Mr.  Scanlon's  written  testimony, 
to  the  effect  that  over  the  last  5  years  the  5-year  projections  of  the 
Congressional  Budget  Office  of  GDP  have  been  off  by  an  average 
of  2.5  percent.  I  think  some  of  the  rhetoric  that  we  got  used  to  5 
years  ago  about  the  long  term  prospects  of  Medicare  and  the  Medi- 
care Trust  Fund  is  simply  no  longer  accurate.  We  haven't  caught 
up  with  what  the  economy  has  done  in  the  last  three  or  4  years, 
in  the  models  used  not  only  by  CBO  but  by  the  administration  esti- 
mators as  well,  and  I  think  some  of  the  talk  about  impending  bank- 
ruptcy and  so  forth  of  the  Trust  Fund  is  simply  no  longer  accurate. 

That  is  probably  a  discussion  for  another  day,  however,  and  spe- 
cific to  a  drug  benefit,  let  me  just  make  five  points  very  quickly. 

The  first  point,  Mr.  Greenwood,  I  believe  the  technical  economic 
term  is  "price  discrimination  against  retail  customers,"  but  your 
point  is  general.  It  is  not  targeted  at  seniors.  Nonetheless,  if  you 
look  at  who  pays  what  for  prescription  drugs  in  the  United  States, 
then  the  half  of  seniors  who  today  are  paying  retail  prices  for  pre- 
scription drugs  are  not  only  paying  more  than  their  fellow  Ameri- 
cans who  participate  in  plans,  but  they  are  in  effect  subsidizing 
more  affluent  people  all  over  the  world  who  are  paying  lower  drug 
prices  with  the  same  availability,  in  Western  Europe,  for  example, 
and  that  obviously  has  to  be  part  of  the  solution  to  the  drug  issue 
that  emerges  from  this  process. 

Second,  if  you  look  at  what  has  happened  to  Medicare+Choice 
since  the  enactment  of  the  Balanced  Budget  Act,  I  am  increasingly 
convinced  that  it  would  be  of  enormous  benefit  to  the  continued 
growth  of  enrollment  in  captitated  plans  in  the  Medicare  program 
to  have  a  universal  benefit  that  was  available  to  everyone  in  the 
fee-for-service  program.  What  we  are  finding,  what  the  GAO  and 
HCFA  have  reported  is  that  HMOs,  both  because  they  believe  it  is 
necessary  to  managed  care  and  because  it  is  necessary  to  compete 
in  the  market,  continue  to  offer  drug  benefits  even  though  they 
have  had  to  scale  them  back  very  dramatically,  but  that  the  cost 
increases  they  have  experienced  because  of  pharmaceuticals  have 
had  an  adverse  effect  on  their  profitability  and  have  contributed 
significantly  to  their  departure  from  the  program  over  the  last  sev- 
eral years. 

If  you  had  the  same  benefit  structure  in  both  fee-for-service  and 
managed  care,  which  was  by  the  way  not  recommended  by  the  non- 
report  of  the  Bipartisan  Commission,  then  in  fact  the  plans  could 
compete  on  efficiency  and  customer  service  and  quality  and  not  be 
at  risk  for  needing  to  attract  beneficiaries  by  offering  a  benefit  that 
the  plans  themselves  can  no  longer  afford  to  provide. 

Third,  I  know  it  is  very  popular  in  this  city,  I  have  been  guilty 
of  it  myself,  to  talk  about  the  virtues  of  targeting  from  an  analytic 
point  of  view:  Let's  get  the  money  where  it  is  most  needed,  let's 
just  make  a  benefit  available  to  those  who  most  need  it. 

There  has  been  a  lot  of  discussion  already  today,  I  won't  repeat, 
about  problems  of  adverse  selection  in  drug  insurance  plans,  but  I 
would  also  suggest  to  you  that  we  have  a  lot  of  experience  with  ef- 
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forts  to  target  benefits  to  subsets  of  the  Medicare  population  or  to 
other  folks,  with  which  this  committee  is  very  familiar.  As  of  today, 
barely  half  of  the  folks  who  are  eligible  for  the  QMB  and  SLMB 
program  are  enrolled  in  them. 

The  problem  with  targeting  is  that  it  is  very  difficult  to  make  it 
work,  and  it  often  fails  to  work.  The  difference  in  participating 
rates  between,  say,  the  QMB  and  SLMB  program,  or  in  Medicaid 
enrollment  levels  when  it  was  tied  automatically  to  an  entitlement 
for  cash  assistance,  as  opposed  to  say  enrollment  levels  in  the 
CHIP  program,  suggests  that  you  can  expend  a  lot  of  money  on  ad- 
ministrative overhead  and  still  reach  only  a  fraction  of  the  people 
you  are  ostensibly  targeting;  and  that  it  is  very  difficult  in  a 
means-tested  program  to  get  to  all  the  potential  eligibles  without 
enormous,  enormous  expenditures. 

So  the  problem  with  targeting  is  that  it  is  great  if  you  hit  your 
target,  but  we  mostly  don't,  and  that  is — we  have  a  lot  of  experi- 
ence in  that  regard,  and  it  raises  real  questions,  particularly  with 
a  drug  benefit. 

I  do  think  the  analogy  with  Part  B,  though,  is  highly  relevant  on 
the  issue  of  folks  who  currently  have  coverage  that  might  be  supe- 
rior to  that  as  part  of  any  plan  that  was  adopted.  As  Part  B  now 
exists,  people  have  a  one-time  election  when  they  first  become  eligi- 
ble. If  they  have  an  employer-provided  benefit,  the  election  is  post- 
poned until  the  date  at  which  they  lose  the  employer-provided  cov- 
erage. If  they  elect  after  the  initial  enrollment  period,  they  can  still 
get  the  benefit,  but  they  have  to  pay  an  actuarially  determined 
penalty  that  reflects  their  potential  risk  effect  on  the  actuarial  pool 
from  their  delayed  enrollment.  It  is  a  process  that  has  been  work- 
ing very  effectively  for  30-some-odd  years,  and  there  is  no  reason 
why  it  couldn't  be  adopted  again. 

The  last  thing  I  will  say  is  that  we  had  a  lot  of  experience,  as 
the  chairman  knows,  on  the  Bipartisan  Commission  on  the  whole 
issue  of  just  what  a  defined  benefit  is,  and  the  world  in  which 
every  employer  and  every  PBM  and  every  HMO  has  their  own  for- 
mulary and  their  own  generic  substitution  policies  and  so  forth.  I 
think  none  of  us  want  to  be  in  the  position  where  Medicare  offers 
one  set  of  benefits  in  one  part  of  the  country  and  another  set  of 
benefits  in  another  part  of  the  country. 

And,  therefore,  while  I  think  it  is  very  valuable  to  use  the  exper- 
tise of  the  private  sector  and  private  insurance  plans  in  admin- 
istering a  drug  benefit,  I  think  important  coverage  issues  which 
have  to  do  with  whether  someone  can  get  the  same  benefit  in  San 
Diego  that  they  get  in  Maine  can't  be  left  to  a  highly  decentralized 
process.  I  am  not  suggesting  the  executive  branch  should  make 
those  decisions  unilaterally.  There  are  a  lot  of  mechanisms  to  get 
the  wisdom  and  participation  of  the  industry  and  the  scientific 
community  and  consumers.  But  the  notion  that  you  would  permit 
too  much  flexibiHty  in  just  what  the  benefit  meant  from  one  part 
of  the  country  to  another,  I  think  would  be  very  dangerous  and  po- 
litically very  risky  over  time. 

I  see  my  red  light  is  already  on.  I  know  you  have  been  very  in- 
dulgent already.  I  thank  you  for  the  opportunity. 

[The  prepared  statement  of  Bruce  C.  Vladeck  follows:] 
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Prepared  Statement  of  Bruce  C.  Vladeck,  Director,  Institute  for  Medicare 
Practice,  Professor  of  Health  Policy  and  Geriatrics,  Mount  Sinai  School 
OF  Medicine 

Mr.  Chairman,  Mr.  Dingell,  Mr.  Waxman,  members  of  the  Committee,  it's  a  great 
personal  as  well  as  professional  privilege  to  have  the  opportunity  to  appear  before 
you  today.  In  the  two  and  a  half  years  since  I  left  the  government,  there's  not  very 
much  that  I've  missed,  but  I  was  always  treated  with  great  courtesy  and  interest 
by  members  of  this  Committee  of  both  parties,  and  so  I'm  pleased  to  have  the  oppor- 
tunity to  appear  before  you  again.  Professionally,  it's  especially  nice  to  be  able  to 
discuss  Medicare  reform  in  an  environment  in  which  we  can  appropriately  focus  on 
reforming  the  program  by  improving  its  benefit  structure  and  its  services  to  its 
beneficiaries,  rather  than  having  to  focus  most  of  our  energies  on  reducing  expendi- 
tures. I  must  emphasize  for  the  record,  in  addition,  that  I  am  appearing  before  you 
today  as  a  private  citizen,  and  that  the  views  I  will  be  expressing  are  my  own,  and 
not  necessarily  those  of  Mount  Sinai  NYU  Health,  the  Mount  Sinai  School  of  Medi- 
cine, or  any  other  organization. 

The  combined  effects  of  the  Balanced  Budget  Act  of  1997,  on  which  we  worked 
so  hard  together,  improved  program  administration,  and — perhaps  most  impor- 
tantly— the  continued  performance  of  the  nation's  economy  at  a  level  far  above  the 
expectations  of  any  of  the  official  forecasters  have  dramatically  altered  Medicare's 
short  and  long-term  financial  prospects.  At  the  moment,  it  appears  that  program  ex- 
penditures are  growing  less  rapidly  than  program  revenues,  and  the  projected  date 
of  insolvency  of  the  Hospital  Insurance  Trust  Fund,  which  has  already  been  ex- 
tended fourteen  years  since  the  BBA  was  enacted,  will  undoubtedly  be  estimated 
to  occur  still  further  in  the  future  when  this  year's  Report  of  the  Trustees  is  re- 
leased. Moreover,  the  federal  government's  budget  surplus  is  so  large  that  we  now 
have  the  opportunity  to  infuse  literally  tens  of  billions  of  dollars  into  the  Trust 
Funds,  as  a  significant  down  payment  on  the  resources  we  will  need  to  provide  ben- 
efits as  us  baby  boomers  reach  eligibility  age  over  the  next  thirty  years.  Still  lagging 
behind  these  changes,  however,  is  the  conventional  wisdom  about  Medicare's  long- 
run  prospects:  the  last  several  years  should  have  made  it  clear  that  the  doom  and 
gloom  projections  of  the  1980s  and  early  1990s  were  grounded  in  shortsighted  and 
ultimately  inaccurate  conceptions  of  the  prospects  for  the  American  economy.  Medi- 
care today  is  in  better  financial  health  than  it  has  been  in  some  time,  so  we  must 
concentrate  on  improving  the  health  of  its  beneficiaries. 

Whatever  one's  view  about  the  long-term  economic  prospects  may  be,  it  is  clear 
that,  in  the  short  run,  the  most  important  agenda  for  Medicare  reform  is  the  pro- 
gram's archaic  and  inadequate  benefit  structure.  I  applaud  this  Committee  for  turn- 
ing its  attention  to  the  most  visible  aspect  of  that  inadequacy:  the  absence  of  cov- 
erage for  outpatient  prescription  drugs  within  the  basic  Medicare  benefit  package. 
I  hope  that  your  deliberations  today  will  be  part  of  a  process  that  produces  enact- 
ment of  a  comprehensive  prescription  drug  benefit  before  this  year  is  out.  In  my  re- 
marks, I  would  like  to  make  a  few  general  observations  about  the  problems  in  af- 
fording prescription  drugs  for  Medicare  beneficiaries,  then  identify  four  components 
that  I  think  are  essential  in  any  new  prescription  benefit.  I  will  conclude  with  some 
general  observations  about  containing  program  costs. 

The  Need  for  a  Prescription  Drug  Benefit 

I  will  not  belabor  what  everyone  already  knows.  Prescription  drugs  are  an  in- 
creasingly important  part  of  modern  medical  practice,  with  recently-introduced 
pharmaceuticals  holding  the  prospect  for  significant  improvements  in  health  and  re- 
ductions in  mortality,  especially  for  the  elderly.  In  conjunction  with  the  increased 
importance  of  prescription  drugs  have  come  rapid  increases  in  both  their  prices  and 
utilization.  Increasing  numbers  of  Medicare  beneficiaries  are  experiencing  difficulty 
in  affording  the  drugs  their  doctors  prescribe  for  them;  the  response  to  affordability 
problems  of  forgoing  prescriptions,  or  taking  less  than  recommended  doses,  is  in- 
creasingly reported,  as  are  instances  in  which  elderly  patients  are  hospitalized  or 
receive  other,  expensive  treatments  for  problems  caused  by  their  inability  to  afford 
prescriptions.  As  a  proportion  of  total  income.  Medicare  beneficiaries  now  spend  al- 
most as  much  on  out-of-pocket  prescription  drugs  as  the  average  non-elderly  family 
spends  on  all  out-of-pocket  medical  expenses.  But  I  would  like  to  emphasize  three 
aspects  of  this  problem  that  generally  receive  somewhat  less  attention. 

First,  the  way  in  which  the  prescription  drug  market  has  evolved  means  that 
roughly  20  million  Medicare  beneficiaries  (those  without  any  prescription  drug  cov- 
erage, those  with  coverage  through  individual  Medigap  policies,  and  some  of  those 
with  employer-provided  policies)  are  essentially  the  only  large  group  of  insured 
Americans  paying  retail  list  prices  for  their  prescriptions.  As  other  purchasers,  such 
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as  private  insurers  or  hospital  group  purchasing  organizations,  seek  ever-larger  dis- 
counts from  manufacturers  or  wholesalers,  increased  costs  are  passed  on  to  that 
part  of  the  population  most  dependent  on  prescription  drugs,  and  least  able  to  afford 
them.  Given  the  price  differentials  in  prescription  drugs  between  the  United  States 
and  other  industrialized  countries,  that  means,  in  effect,  that  those  20  million  Medi- 
care beneficiaries  are  subsidizing  prescription  costs  for  younger  and  more  affluent 
people  throughout  the  Western  world.  Any  Medicare  drug  benefit  that  fails  to  rem- 
edy this  unfairness  will  be  inadequate  and  excessively  expensive. 

Second,  prescription  drug  coverage  offered  on  a  voluntary  basis  is  especially  vul- 
nerable to  adverse  risk  selection.  The  results  are  apparent  both  in  the  market  for 
those  Medigap  plans  that  cover  prescriptions  and  in  the  experience  of  state-financed 
prescription  plans  for  low-income  Medicare  beneficiaries.  While  all  older  people  are 
at  risk  for  high  prescription  costs,  a  significant  fraction  of  Medicare  beneficiaries 
with  the  greatest  need  for  prescription  drugs  require  expensive  maintenance  doses 
for  chronic  conditions.  As  the  prices  of  drugs  and  insurance  both  increase,  insurance 
premiums  are  thus  a  good  buy  for  only  a  diminishing  fraction  of  beneficiaries  with 
the  highest  costs,  thus  further  driving  up  premiums  in  a  classic  insurance-selection 
"death  spiral." 

Third,  and  perhaps  least  obviously,  I  personally  believe  that  guaranteed  prescrip- 
tion drug  benefits  for  all  Medicare  beneficiaries  may  be  essential  to  the  long-run 
prospects  of  Medicare+Choice  plans.  Since  the  enactment  of  the  Balanced  Budget 
Act,  most  managed  care  plans  participating  in  Medicare  have  apparently  concluded 
that  offering  some  kind  of  prescription  benefit  is  essential  both  to  their  ability  to 
attract  enroUees  and  to  their  ability  to  effectively  manage  their  care.  Yet  simulta- 
neously, increases  in  prescription  drug  costs  are  having  a  significantly  adverse  effect 
on  the  profitability  of  plans,  causing  many  of  them  to  reduce  or  discontinue  their 
participation  in  Medicare.  Inclusion  of  a  prescription  drug  benefit  in  the  basic  Medi- 
care benefit  package  would  permit  us  to  determine  payment  for  fee-for-service  and 
Medicare+Choice  on  the  same  basis,  move  forward  with  more  sophisticated  risk  ad- 
justment, and  make  relative  efficiency  and  customer  satisfaction  the  basis  for  com- 
petition between  plans  and  "traditional"  Medicare.  At  the  same  time,  in  response 
to  the  pressures  of  rapidly-rising  drug  costs,  Medicare+Choice  plans  have  adopted 
a  bewildering  variety  of  formulary  restrictions,  benefit  caps,  and  other  techniques 
to  try  to  manage  their  pharmaceutical  costs,  most  of  which  are  perfectly  reasonable 
in  themselves,  but  which  significantly  complicate  the  process  of  choice  for  bene- 
ficiaries. Adoption  of  a  standard  Medicare  pharmaceutical  benefit  would  signifi- 
cantly simplify  the  choice  process. 

Essential  Components  of  a  Medicare  Prescription  Benefit 

•  1.  UNIVERSALITY:  First,  any  Medicare  prescription  drug  benefit  should  be 
universal — that  is,  it  should,  at  a  minimum,  be  available  to  all  beneficiaries  in  con- 
junction with  their  initial  Medicare  enrollment,  and  for  all  current  beneficiaries 
when  the  new  benefit  first  becomes  available.  There  are  at  least  three  reasons  for 
this.  The  problem  of  adverse  selection  in  any  more  limited  drug-only  insurance  pro- 
gram has  already  been  noted.  The  way  to  prevent  or  combat  it  is  to  combine  uni- 
versal availability  of  the  benefit,  enrollment  procedures  that  are  easy  but  available 
only  under  specified  conditions,  and  subsidy  levels  adequate  to  insure  that  the  ben- 
efit is  a  good  deal  even  for  those  beneficiaries  who  do  not  anticipate  high  drug  utili- 
zation. Further,  as  members  of  this  Committee  well  know,  our  experience  with  the 
Qualified  Medicare  Beneficiary  and  Supplemental  Low-Income  Medicare  Beneficiary 
programs  demonstrate  that  efforts  to  enroll  Medicare  beneficiaries  on  an  ad  hoc 
basis  for  needed  additional  benefits  are  likely  to  be  cumbersome  and  ineffective — 
and  likely  to  fail  to  reach  a  large  fraction  of  those  most  in  need.  Policy  wonks  love 
to  expound  on  the  virtues  of  "targeting"  benefits  to  some  subset  of  the  population 
with  particular  needs.  That's  a  fine  idea  in  theory,  but  actual  programs  too  often 
misfire.  And  we  always  run  the  risk  of  spending  as  much  money  on  administration 
and  outreach  as  we  save  by  delimiting  the  pool  of  eUgibles.  Most  fundamentally,  the 
universality  of  Medicare  as  a  social  insurance  program  is  one  of  its  greatest  oper- 
ational as  well  as  political  strengths.  Beneficiaries  know  that  they  have  contributed 
to  the  program  throughout  their  working  lives,  and  continue  to  contribute  in  retire- 
ment. To  deny  an  additional  benefit  to  a  contributor  who  fails  by  some  slim  margin 
to  meet  some  arbitrary  cutoff  or  eligibility  standard  is  neither  fair  nor  practical. 

I  know  that  many  participants  in  the  policy  process  have  expressed  concern  that 
a  universal  Medicare  drug  benefit  might  actually  prove  to  be  an  inferior  or  more 
expensive  alternative  for  many  of  the  30%  or  so  of  current  beneficiaries  who  have 
prescription  drug  coverage  through  an  employment-related  retirement  benefit,  and 
I  see  no  reason  why  beneficiaries  shouldn't  be  permitted  to  opt  out  of  a  new  drug 
benefit,  just  as  they  all  have  the  option  of  decHning  Part  B  coverage.  Indeed,  it 
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makes  sense  to  extend  the  Part  B  analogy  still  further:  beneficiaries  should  have 
an  initial  election  period  to  accept  or  decline  prescription  coverage;  if  they  decline 
because  they  are  covered  by  an  employment-related  plan,  they  should  be  permitted 
a  new  election  period  should  that  plan  be  discontinued;  otherwise,  delayed  election 
should  result  in  an  actuarially-increased  premium. 

•  2.  ADEQUACY:  It  would  be  a  tragedy  for  this  or  any  other  Congress  to  struggle 
to  enact  a  prescription  drug  benefit  for  Medicare  beneficiaries  that  turned  out  to  be 
inadequate  to  beneficiaries'  needs.  It's  essential  that  any  prescription  benefit  be  de- 
signed and  administered  in  a  fiscally  prudent  way,  but  it's  also  essential  that  the 
benefit  be  worthy  of  its  name.  That  means  that  it  must  provide  at  least  some  assist- 
ance for  the  great  majority  of  beneficiaries  with  prescription  expenses  of  as  little  as 
several  hundred  dollars  a  year — since  such  "little"  amounts,  if  unexpected  and 
unbudgeted,  can  have  large  impacts  for  people  scraping  by  on  fixed  incomes — while 
providing  more  comprehensive  protection  against  catastrophic  expenses.  In  fact,  for 
Medicare  beneficiaries  the  problem  of  affording  prescription  drugs  is  really  three 
problems  in  one.  To  borrow  from  medical  terminology,  there  are  beneficiaries  with 
sudden,  acute  drug  expenses,  beneficiaries  with  significant  chronic  expenses,  and 
beneficiaries  confronted  with  total  financial  disaster  as  a  result  of  prescription  drug 
expenses.  A  new  drug  benefit  must  address  all  three  types  of  problems. 

•  3.  UNIFORMITY:  One  of  the  cardinal  principles  of  Medicare  is  that  it  provides 
the  same  benefits  everywhere  throughout  this  diverse  and  heterogeneous  country. 
One  of  the  lessons  many  of  us  learned  in  the  deliberations  of  the  National  Bipar- 
tisan Commission  on  the  Future  of  Medicare  is  just  how  complex  maintaining  and 
insiuing  a  defined  benefit  can  be.  This  problem  is  especially  important  in  the  con- 
text of  a  prescription  drug  benefit,  since  in  response  to  cost  pressures,  insurers,  em- 
ployers, and  health  plans  have  developed  an  extraordinary  array  of  techniques  for 
limiting  formularies,  encouraging  or  requiring  certain  substitution  practices,  or  de- 
laying coverage  for  newly-introduced  products.  But  to  permit  too  much  variation  or 
decentralization  in  this  kind  of  decision-making  for  a  Medicare  drug  benefit  would 
create  the  very  real  risk  of  situations  in  which  beneficiaries  living  in  different  parts 
of  the  country  with  identical  medical  conditions  and  identical  physician  decisions 
about  optimal  care  would  receive  significantly  different  benefits.  Medicare  bene- 
ficiaries who  need  transplants  are  eligible  for  them  under  the  same  conditions  and 
limitations  whether  they're  in  Seattle  or  Miami.  They  should  be  able  to  get  the  same 
drugs,  when  prescribed  by  their  doctors. 

Precisely  because  administration  of  a  drug  benefit  is  complex  and  affected  by  rap- 
idly changing  scientific  and  market  conditions,  the  Congress  probably  would  not 
want  to  legislate  the  details  of  a  drug  benefit  with  the  degree  of  specificity  necessary 
for  administration.  Rules  for  generic  substitution  for  brand-name  drugs  should  prob- 
ably vary  from  one  drug  category  to  another,  for  example,  and  vary  over  time  as 
well,  as  products  enter  and  leave  the  market.  It's  probably  desirable,  therefore,  to 
construct  some  kind  of  broadly-based  of  advisory  structure  or  process  to  assist  the 
Congress  and  the  Executive  Branch  in  making  such  decisions.  This  would  permit 
an  effective  combination  of  broad-based  participation  by  stakeholders  in  pro- 
grammatic policy  with  efficient  implementation  of  those  policies.  But  there  must  be 
such  a  process — open,  participatory,  and  explicit — if  beneficiaries  in  different  parts 
of  the  country  are  to  be  treated  equitably. 

•  4.  ADMINISTRABILITY:  Providing  an  adequate  Medicare  drug  benefit  in  a  fis- 
cally prudent  manner  is  a  significant  challenge  in  itself;  it  would  be  unwise  to  exac- 
erbate that  difficulty  by  imposing  a  separate,  complex,  administrative  structure  on 
a  single  benefit.  Given  the  economies  of  scale  available  from  existing  electronic  bill- 
ing and  remittance  technologies  for  pharmaceuticals,  and  the  demonstrated  quality 
advantages  of  utilizing  automated  prospective  utilization  review  software,  it  should 
be  possible  to  maintain  the  level  of  exceedingly  low  administrative  costs  that  now 
prevails  for  other  Medicare  fee-for-service  benefits  by  building  on  existing  private- 
sector  capabilities  for  benefits  administration.  At  the  same  time,  however,  it  would 
be  wasteful  and  foolish  to  create  new  enrollment,  premium  collection,  or  beneficiary 
communications  processes  when  the  current  ones  work  so  unobtrusively  and  so  inex- 
pensively. 

Containing  Costs  of  a  Prescription  Drug  Benefit  in  Medicare 

Even  at  this  relatively  prosperous  juncture  in  the  nation's  and  Medicare's  eco- 
nomic history,  it  is  obviously  essential  to  take  every  possible  step  to  ensure  that  a 
Medicare  prescription  drug  benefit  is  implemented  as  economically  as  possible.  Pre- 
scription drugs  are  expensive;  that's  why  a  drug  benefit  is  needed  in  the  first  place, 
and  a  new  benefit  will  be  expensive.  But  it's  critical  that  it  not  be  any  more  expen- 
sive than  is  absolutely  necessary. 
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There  are  essentially  three  dimensions  to  a  strategy  of  controlling  the  cost  of  a 
prescription  benefit.  The  first  is  to  require  some  degree  of  beneficiary  cost-sharing 
for  first-dollar  expenditures,  as  all  the  legislative  proposals  now  before  the  Congress 
do.  The  second,  as  discussed  above,  is  to  employ  the  most  effective  available  utiliza- 
tion management  techniques  on  a  uniform  and  equitable  basis.  But  as  I  mentioned 
at  the  outset  of  this  statement,  it  is  also  necessary  to  recognize  that  the  pricing  of 
prescription  drugs  for  most  Americans  is  already  determined  not  by  some  reproduc- 
ible, abstract,  formula,  but  through  a  continuing  process  of  multidimensional  mar- 
ketplace relationships.  Some  method  must  be  found  to  arrive  at  prices  in  a  Medicare 
drug  benefit  that  are  equitable  to  taxpayers,  beneficiaries,  retailers,  and  manufac- 
turers alike. 

The  most  economical  approach,  from  the  perspective  of  taxpayers  and  bene- 
ficiaries, would  be  to  simply  let  the  federal  government  negotiate  prices  directly 
with  manufacturers,  but  I  understand  the  uneasiness  with  which  many  analysts 
and  commentators,  not  to  mention  the  pharmaceutical  industry  itself,  views  this  op- 
tion. There  have  thus  emerged  all  sorts  of  proposals  to  delegate  the  price-negotiation 
process  to  private  intermediaries  of  one  sort  or  another,  through  contracting  with 
pharmacy  benefits  management  firms  or  other  entities  with  experience  in  negotia- 
tion of  pharmaceutical  prices.  To  the  extent  that  such  negotiations  are  indeed  on 
pricing,  within  the  context  of  nationally -uniform  policies  on  coverage,  substitution, 
and  formularies,  if  any,  I  suspect  that's  a  reasonable  approach,  although  I  would 
be  apprehensive  about  any  sort  of  fixed-price  arrangement  that  provided  the  inter- 
mediaries with  too  great  a  financial  incentive  to  maximize  profitability  at  the  ex- 
pense of  beneficiary  coverage  or  convenience. 

To  make  such  a  system  work,  over  time,  would  require  the  availability  of  cost, 
price,  and  use  data  to  both  Congress  and  the  Executive  Branch  that  should  be  easy 
for  private  firms  already  in  the  business  to  provide,  but  that  is  not  now  generally 
available  within  the  pharmaceutical  industry.  The  old  Progressive  maxim  that  sun- 
light is  the  best  disinfectant  when  the  expenditure  of  public  funds  is  involved  should 
apply  here  with  particular  relevance,  and  should  be  central  to  any  administrative 
arrangements  the  Congress  adopts. 

Conclusions 

In  summary,  I  would  urge  the  Congress  to  move  expeditiously  to  enact  a  prescrip- 
tion drug  benefit  for  Medicare  beneficiaries  that  is  universal,  adequate  in  coverage, 
uniform  throughout  the  United  States,  and  simple  to  administer.  Doing  so  will  be 
expensive,  but  there  are  ways  to  insure  that  costs  are  minimized  aggressively,  and 
failing  to  act  will  make  certain  that  thousands  of  this  nation's  most  vulnerable  sen- 
iors are  unable  to  obtain  the  medications  they  need  to  maintain  or  restore  their 
health — or  forced  to  obtain  them  by  foregoing  other,  essential  expenditures.  This 
problem  will  only  get  worse  over  time.  The  sooner  the  Congress  acts,  the  sooner  all 
Medicare  beneficiaries  will  be  relieved  of  the  anxiety  of  being  unable  to  afford  medi- 
cations they  know  can  benefit  them. 

It  has  been,  again,  an  honor  and  a  privilege  to  have  the  opportunity  to  appear 
before  you  today.  I'd  be  happy  to  try  to  respond  to  any  questions  you  might  have. 

Thank  you  very  much. 

Mr.  Greenwood.  Thank  you,  Dr.  Vladeck.  I  must  ask  the  indul- 
gence of  the  rest  of  the  panel,  and  they  have  been  waiting  all  day. 
We  have  just  5  minutes  left  in  this  vote.  I  am  informed  that  there 
will  10  minutes  of  debate  followed  by  another  vote,  so  we  will  be 
at  least  20  minutes  and  perhaps  25  minutes  until  we  return. 

Dr.  Vladeck,  we  would  love  to  ask  you  questions,  but  if  your 
schedule  doesn't  permit  that,  we  will  understand. 

Mr.  Waxman.  Mr.  Chairman,  may  we  leave  the  record  open  and 
ask  him  some  questions  in  writing? 

Mr.  Vladeck.  If  you  have  written  questions  and  would  like  me 
to  respond  to  them,  I  will  do  so  right  away. 

Mr.  Greenwood.  Certainly.  Without  objection.  So  this  hearing 
will  recess  until  2:20. 

[Brief  recess.] 

Mr.  BILIRAKIS.  Okay.  I  think  we  all  have  been  introduced,  have 
we  not?  Ms.  Alecxih,  is  that  correct? 
Ms.  Alecxih.  That  is  right. 
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Mr.  BILIRAKIS.  Vice  President  of  The  Lewin  Group.  Please  pro- 
ceed. Your  opening  statement,  your  written  statements,  of  course, 
are  made  a  part  of  the  record. 

STATEMENT  OF  LISA  MARIE  B.  ALECXIH 

Ms.  Alecxih.  Basically,  I  was  asked  to  discuss  issues  of  fact,  pri- 
marily in  terms  of  coverage,  prescription  drug  coverage  among 
Medicare  beneficiaries,  and  I  guess  the  key  points  to  be  made  are 
that  nearly  70  percent  of  Medicare  beneficiaries  have  some  pre- 
scription drug  coverage.  It  was  mentioned  earlier  that  there  is 
some  portion  of  those  that  don't  have  the  entire  period  of  the  year, 
but  a  fairly  large  proportion,  most  of  those  with  coverage  obtained 
it  from  employer-sponsored  plans,  and  nearly  equal  percentages  get 
it  from  Medicaid,  Medicare  HMOs,  Medigap,  and  some  similar  per- 
centage switch  what  their  source  of  coverage  is  during  the  year. 

Those  with  Medicare  HMO  coverage  and  employer-sponsored  cov- 
erage are  most  likely  to  have  prescription  drug  coverage.  I  said 
groups  of  those  with  Medicare  HMO  coverage,  about  94  percent  of 
them  have  prescription  drug  coverage,  and  those  with  employer- 
sponsored  coverage,  about  89  percent  of  those  have  it.  And  those 
with  Medigap  are  least  likely  to  have  coverage,  about  42  percent. 

These  are  all  data  based  on  the  Medicare  Beneficiary  Search  or 
Survey,  which  is  a  nationally  representative  survey  of  Medicare 
beneficiaries.  That  42  percent  for  Medigap  enrollees  is  probably 
high.  Country- wide,  the  National  Association  of  Insurance  Commis- 
sioners data,  where  it  does  report  policyholders  by  the  type  of  pol- 
icy, say  standardized  Medigap  plans,  and  that  is  only  15  to  20  per- 
cent of  those  have  by  that  measure  an  H,I,  or  a  J  plan  for  prescrip- 
tion drugs  they  chose.  So  it  is  not  clear  whether  Medicare  is  accu- 
rate or  not. 

The  level  of  prescription  drug  benefits  that  is  provided  by  these 
different  sources  of  coverage  varies.  Medicaid  and  employer-spon- 
sored tend  to  have  the  most  generous  benefits  with  low  co-pays, 
and  on  the  employer-sponsored  side  there  are  low  deductibles,  ei- 
ther an  out-of-pocket  limit  or  a  lifetime  limit,  where  Medigap  has 
a  fairly  high  co-pay  requirement  with  a  $250  deductible  in  their  co- 
pay  and  plan  limits  of  $1,250  or  $3,000. 

Each  of  them  limit  access  to  that  coverage  in  some  way.  Em- 
ployer-sponsored, obviously  you  have  to  have  worked  for  an  em- 
ployer that  offers  this  retiree  coverage.  That  is  generally  larger  em- 
ployers. Medicaid,  you  have  to  be  low  income;  Medigap,  beyond  the 
6-month  enrollment  period  when  you  become  Part  B  eligible,  there 
are  almost  always  health  status  questions  that  you  have  to  pass  in 
order  to  be  able  to  gain  that  coverage.  And  Medicare  HMO,  you  are 
trading  off  freedom  of  choice  among  providers,  and  there  is  some 
geographic  variation  in  the  types  and  the  level  of  benefit  that  is  of- 
fered. 

Among  the  3 1  percent  of  Medicare  beneficiaries  without  prescrip- 
tion drug  coverage,  if  you  look  at  the  sheer  numbers,  most  of  them 
are  younger  and  have  higher  incomes.  But  if  you  look  at  the  pro- 
portion within  a  group,  the  oldest  old  are  least  likely  to  have  pre- 
scription drug  coverage,  and  those  actually  in  the  middle  and  mod- 
erate income  groups  are  the  least  likely  to  have  prescription  drug 
coverage. 
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And  if  you  look  at  the  trend  in  prescription  drug  coverage  over 
the  1992  to  1996  period,  it  has  increased  pretty  dramatically  based 
on  the  MCBS  data.  It  has  gone  from  54  percent  to  69  percent,  but 
it  is  unclear  whether  or  not  this  will  continue  into  the  future  or  ac- 
tually decline,  because  of  pa5nnent  changes  to  Medicare  HMOs  and 
whether  or  not  those  plans  will  be  able  to  continue  to  offer  drug 
benefits.  We  do  know  that  they  have  limited  the  level  of  drug  bene- 
fits between  1999  and  2000,  but  not  really  in  terms  of  the  percent 
of  plans  offering  benefits.  It  is  about  the  same.  And  also  the  role 
of  employer-sponsored  coverage  in  the  future,  particularly  for  fu- 
ture retirees.  Current  retirees  look  pretty  safe.  It  is  the  ones  who 
in  a  decade  it  is  not  clear  what  that  source  will — what  role  that 
will  play  among  the  Medicare  beneficiaries. 

[The  prepared  statement  of  Lisa  Marie  B.  Alecxih  follows:] 

Prepared  Statement  of  Lisa  Maria  B.  Alecxih,  Vice  President,  The  Lewin 

Group 

I  am  going  to  discuss  what  we  currently  know  about  coverage  and  spending  for 
outpatient  prescription  drugs  among  Medicare  beneficiaries.  Most  of  the  data  pre- 
sented are  from  the  1996  Medicare  Current  Beneficiary  Survey  (MCBS).  This  survey 
provides  the  most  comprehensive  information  about  the  characteristics  and  health 
care  use  and  spending  among  a  representative  sample  of  Medicare  beneficiaries.  In 
addition  to  the  MCBS:  some  of  the  Medicare  HMO  data  were  obtained  from  the 
HCFA-sponsored  medicare.gov  website  which  includes  Medicare  Compare,  a  data- 
base of  relevant  benefit  coverage  and  levels  for  each  Medicare  HMO;  some  of  the 
employer-sponsored  health  plan  data  were  obtained  from  the  1997  Bureau  of  Labor 
Statistics  (BLS)  Employee  Benefits  Survey  for  Medium  and  Large  Establishments 
found  at  bls.gov;  and  some  of  the  private,  individually  purchased  Medicare  Supple- 
mental insurance  information  (Medigap)  were  based  on  tabulations  of  National  As- 
sociation for  Insurance  Commissioners  (NAIC)  experience  reporting  forms  for  1998. 

Exhibit  1  shows  that  approximately  69  percent  of  the  37.3  million  Medicare  bene- 
ficiaries in  1996  had  prescription  drug  coverage  at  some  point  during  the  year. 

Because  Medicare  generally  does  not  cover  outpatient  prescription  drugs.  Medi- 
care beneficiaries  that  most  of  those  with  coverage  obtain  it  from  a  former  employer. 
Medigap,  Medicaid  and  Medicare  HMOs  accounted  for  between  12  and  15  percent 
each  of  those  with  prescription  who  did  have  coverage  obtained  it  from  a  variety 
of  private  and  public  sources.  Exhibit  2  indicates  drug  coverage.  Individuals  who 
changed  their  primary  supplemental  insurance  choice  at  some  point  during  the  year 
(switched  sources)  also  constituted  12  percent  of  those  with  prescription  drug  cov- 
erage. A  small  percentage  (two  percent)  reported  relying  on  other  public  sources, 
such  as  the  Veterans  Administration  and  state-sponsored  programs. 

Within  supplemental  insurance  group,  those  enrolled  in  Medicare  HMOs  had  the 
highest  percentage  with  prescription  drug  coverage,  followed  by  employer-sponsored 
(see  Exhibit  3).  Not  all  individuals  with  Medicaid  coverage  had  drug  coverage  be- 
cause many  receive  assistance  with  Medicare  Part  B  premiums  and  copayments 
through  the  Medicaid  Buy-In  programs  (QMB,  SLMB  and  QI),  but  do  not  qualify 
for  the  full  range  of  benefits  offered  by  a  state.  Those  purchasing  Medigap  coverage 
were  the  least  likely  to  have  prescription  drug  coverage.  The  estimate  of  the  percent 
of  Medigap  purchasers  with  prescription  drug  coverage  may  be  overstated.  Data 
from  the  National  Association  of  Insurance  Commissioners  indicate  that  between  15 
and  20  percent  of  those  with  Medigap  standardized  plans  purchase  those  with  drug 
coverage  (H,  I,  and  J). 

The  level  of  prescription  drug  benefits  varies  among  the  sources  of  coverage: 

•  Employer — Slightly  over  one-half  of  employer-sponsored  plans  in  medium  and 

large  establishments  have  their  prescription  drug  benefits  subject  to  the  major 
medical  limits  of  the  plan.  According  to  BLS  data,  in  1997,  the  average  deduct- 
ible was  $268,  the  average  annual  out-of-pocket  expense  limit  was  $1,578,  and 
the  average  lifetime  maximum  was  $1.1  million.  Among  plans  that  had  specific 
copayments  for  prescription  drugs,  these  were  generally  $10  or  less. 

•  Medigap — Among  the  ten  standardized  plans,  H,  I  and  J  offer  prescription  drug 

coverage  with  a  $250  deductible,  50  percent  coinsurance,  and  plan  limits  of 
$1,250  or  $3,000. 
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•  Medicare  HMO  (Medicare+Choice) — Most  Medicare+Choice  plans  have  plan  limits 

of  $2,000  or  less  and  copayments  that  vary  for  generic  and  brand  drugs,  but 
are  generally  $10  to  $25.  Although  most  plans  have  limits,  more  beneficiaries 
actually  enroll  in  plans  with  no  limits  or  more  generous  limits  than  $2,000. 

•  Medicaid — Medicare  beneficiaries  who  qualify  for  full  Medicaid  benefits  generally 

have  unlimited  coverage  for  prescription  drugs.  Some  states  use  formularies, 

while  others  require  nominal  copayments. 
Each  of  the  primary  existing  sources  of  prescription  drug  coverage  limit  access  to 
coverage,  either  through  employment  requirements,  underwriting  or  eligibility  cri- 
teria. 

•  Employer — Individuals  must  have  worked  for  a  generally  large  employer  that  pro- 

vides retiree  coverage  in  order  to  have  access  to  this  coverage  source. 

•  Medigap — After  the  six  month  initial  open  enrollment  period  for  Part  B,  insurers 

check  health  status  prior  to  issuing  policies  (underwrite),  which  means  those 
most  in  need  of  prescription  drug  coverage  would  not  be  able  to  obtain  it.  In 
addition,  the  premiums  for  these  policies  can  be  expensive. 

•  Medicare  HMO — Individuals  choosing  to  enroll  in  Medicare  HMOs  trade-off  choice 

of  providers  for  extra  benefits.  Also,  due  to  Medicare  payment  policies,  there 
availability  of  prescription  drug  coverage  without  an  extra  premium  and  level 
of  benefits  vary  geographically. 

•  Medicaid — This  program  is  restricted  to  low  income  beneficiaries. 

Among  those  without  prescription  drug  coverage,  these  individuals  tend  to  be 
younger  and  have  higher  income  (see  Exhibit  4  and  5).  The  younger  elderly  con- 
stitute a  large  percentage  because  they  make  up  the  largest  group  of  Medicare  bene- 
ficiaries. However,  the  oldest  old  actually  have  a  higher  rate  of  individuals  without 
prescription  drug  coverage  (see  Exhibit  6).  The  same  is  true  among  the  income 
groups,  where  more  individual  without  coverage  have  higher  income  levels,  but  the 
rate  of  those  without  coverage  is  highest  among  those  with  lower  incomes. 

Medicare  beneficiaries  who  do  not  have  prescription  drug  coverage  spend  less  on 
average  for  their  total  prescription  drug  bill,  but  pay  more  out-of-pocket  (see  Exhibit 
7).  These  individuals  spend  less  primarily  because  they  lack  coverage. 

Between  1992  and  1996,  the  percentage  of  Medicare  beneficiaries  with  prescrip- 
tion drug  coverage  increased  from  54  percent  to  69  percent  (see  Exhibit  8).  Much 
of  the  increase  was  the  result  of  increased  enrollment  in  Medicare  HMOs.  Part  of 
the  increase  appears  to  be  due  to  increasing  rates  of  coverage  within  the  primary 
sources  of  coverage,  which  may  be  the  result  of  individuals  seeking  out  coverage  in 
response  to  rising  prescription  drug  costs. 

In  the  future,  coverage  rates  may  be  less  likely  to  increase  because:  1)  Medicare 
HMOs  may  need  to  respond  to  further  pajrment  restrictions  that  may  limit  their 
ability  to  offer  zero  premium  drug  coverage  and  limit  their  appeal  to  beneficiaries; 
and  2)  employers  are  cutting  back  on  health  benefits  for  future  retirees. 
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t:\hibit  I 

Outpatient  Prescription  Drug  Co\eratie  Amono  Medicare  Beneficiaries,  1996 


Source:     Ihc  1  cum  Ciroup  ubulations  n!  the  M>'^'6  C  urrcni  Bcncl'iciar>-  Suney 
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Exhibit  2 

Sources  of  Outpatient  Prescription  Drug  CoNcrage  Among  Medicare  Beneficiaries.  1996 
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Exhibit  3 

Percentage  of  Individuals  by  Primar>  Supplemental  Plan  Source  W  ith  Prescription  Drug 
Coverage  Among  Medicare  BeneHciaries.  1996 
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Kxhibit  4 

Medicare  Beneficiaries  Without  Prescription  Drug  t overage  By  .Age,  1996 
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Exhibit  5 

Medicare  Beneficiaries  W  ithout  Prescription  Drug  Coverage  B\  Income  Group,  1996 
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Exhibit  6 

Percent  of  .Medicare  Beneficiaries  W  ithout  Prescription  Drug  Coverage 
By  Selected  Characteristics.  1996 
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txhibil  7 

Average  Total  and  Out-of-Pocket  Prescription  Drug  Spending  Among  Medicare 
Beneficiaries  With  and  Without  Drug  Co\crage,  1996 
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Kxhibit  S 

Average  Total  and  Out-of-Pocket  Prescription  Drug  Spending  Among  Medicare 
Beneficiaries  W  ith  and  W  ithout  Drug  Coverage.  1996 
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Mr.  BiLlRAKlS.  Let's  see.  Mr.  Moran?  I  skipped  over  to  you.  I 
have  you  all  listed  in  my  notes  in  a  different  order. 

STATEMENT  OF  DONALD  W.  MORAN 

Mr.  Moran.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  have 
an  opportunity  to  appear  before  you  all  today.  Mr.  Ganske,  a  pleas- 
ure, as  well. 

My  assignment  today,  as  I  understand  it,  is  to  concentrate  on 
some  of  the  technical  design  issues  involved  in  building  a  Medicare 
drug  benefit,  with  a  particular  attempt  to  address  the  question  of 
whether  or  not  it  is  technically  feasible  and  affordable  to  put  stop- 
loss  coverage  in  as  part  of  the  package.  And  so  I  just  wanted  to 
briefly  set  the  stage  for  that,  summarize  5  or  6  points  that  I  think 
we  have  learned  about  that  in  looking  at  it  in  some  depth  over  the 
last  year  or  so,  and  then  be  available  with  the  rest  of  the  panel  to 
answer  whatever  questions  you  have. 

The  stop-loss  issue  arises  because  of  the  intersection  between  two 
forces  that  you  have  had  ably  described  before  you  this  morning. 
On  the  one  hand  there  is  a  growing  concern  about  the  cost  of  pre- 
scription drug  benefits,  which  means  that  even  those  who  have 
them  are  beginning  to  see  an  increasing  application  of  coverage 
limits  placed  on  those  policies. 

At  the  same  time  we  have  also  seen,  I  think  less  fully  discussed 
this  morning,  some  sharp  uptake  which  soon  become  a  tidal  wave 
of  very  high  cost  new  therapeutic  products  coming  onto  the  market. 
In  the  past  we  have  considered  a  high  drug  cost  to  be  products  that 
had  an  annual  cost  in  the  range  of  $1,000  or  $2,000.  We  are  about 
to  enter  an  era  where  $5,000,  $10,000,  $15,000  and  $20,000  prod- 
ucts that  offer  major  new  therapeutic  advantages  at  a  substantial 
price  tag  will  be  rolling  into  the  system,  and  one  of  the  things  that 
you  engage  in  the  stop-loss  debate  is  the  extent  to  which  even  peo- 
ple of  middle  and  upper  incomes  will  have  the  coverage  adequate 
to  cover  those  kind  of  expenditures. 

So  it  is  in  that  context,  Mr.  Chairman,  that  there  has  been  nat- 
ural concern  from  a  number  of  quarters.  As  a  result,  in  our  work 
over  the  last  year  and  a  half  we  have  made  a  concentrated  effort 
to  look  into  the  technical  design  issues,  and  I  think  we  can  summa- 
rize very  succinctly  what  we  think  the  major  issues  are. 

First,  the  cost  of  putting  stop-loss  into  a  benefit  package  ranges 
from  pennies  a  day  to  large  quantities  of  money,  depending  on  ex- 
actly where  you  set  it.  I  think  it  is  fair  to  say  that  if  you  were  to 
concentrate  a  stop-loss  benefit  focused  on  the  very  highest  cost 
drugs  and  the  upper  end  of  the  distribution,  it  might  be  surpris- 
ingly affordable,  and  that  in  fact  the  total  number  of  Medicare 
beneficiaries  who  today  probably  have  expenditures  in  excess  of 
$5,000  or  $10,000,  say,  would  add  up  to  a  de  minimis  pile  of  money 
from  the  perspective  of  the  Trust  Funds  as  a  whole. 

Conversely,  if  you  bring  that  down  well  into  the — distribution  of 
actual  drug  expenditures  say  down  to  the  level  of  $1,000,  then  obvi- 
ously a  stop-loss  benefit  gets  very  expensive  quite  quickly  and  gets 
progressively  more  expensive  over  time.  So  part  of  the  art  of  this 
is  understanding  what  your  policy  objective  is,  which  target  popu- 
lation you  really  want  to  go  after,  and  then  fashioning  a  benefit 
that  does  that. 
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Second,  I  think  it  is  important  to  say  that  the  cost  of  a  stop-loss 
benefit  is  highly  sensitive  to  the  quality  of  the  front  end  coverage 
that  people  have.  By  front  end  coverage  I  mean  the  basic  coverage 
that  people  have  for  after  dollar  deductible  and  whatever  co-pay- 
ments to  cover  the  first  $1,000  or  $2,000  of  pharmaceutical  expend- 
itures. It  is  fair  to  say  that  the  better  that  coverage  is,  the  less 
quickly  people  will  reach  whatever  stop-loss  limit  is  in  application, 
and  the  less  they  will  be  spending  in  excess  of  that.  So  the  more 
you  marry  stop-loss  coverage  with  high  quality  front  end  coverage, 
the  more  affordable  it  is  likely  to  be. 

A  third  point  which  I  think  is  a  corollary  of  that,  Mr.  Chairman, 
is  that  you  have  to  be  very  careful  in  your  evaluation  of  proposals 
that  call  for  just  catastrophic-only  types  of  benefits.  The  reason  is, 
depending  on  where  you  might  set  the  stop-loss  limit  on  such  a 
benefit,  that  such  a  benefit  would  have  the  potential  to  induce  peo- 
ple to  drop  their  existing  coverage  in  favor  of  that  limit.  And  so  you 
have  to  be  very  careful  to  make  sure  that  either  you  marry  a  stop- 
loss  provision  to  a  front  end  coverage  package,  or  else  place  the  cat- 
astrophic threshold  high  enough  so  it  is  not  an  inducement  for  peo- 
ple to  drop. 

Fourth,  and  I  think  this  is  echoed  in  a  couple  of  the  things  a  va- 
riety of  people  said  throughout  the  day  today,  integrating  adminis- 
tration of  a  stop-loss  benefit  with  whatever  the  front  end  benefit 
is  is  very  important.  To  have  a  situation  where  beneficiaries  would 
have  to  be  saving  up  receipts  in  shoeboxes  on  one  hand,  to  trundle 
across  town  to  plunk  down  to  prove  eligibility  for  another  benefit, 
strikes  most  people  in  the  industry  as  sort  of  antediluvian  at  this 
point.  What  you  really  want  is  integrated  benefits  administration 
from  front  to  back,  with  stop-loss  coverage  provided  by  whoever  the 
front  end  insurer  is. 

Fifth,  and  this  has  been  referenced  a  number  of  times  by  folks 
during  the  course  of  the  day  today,  is  that  in  a  voluntary  market 
obviously  the  character  of  participation  is  going  to  matter  in  terms 
of  whether  not  you  have  significant  selection  effects,  though  I 
would  say  that,  again,  if  you  were  targeting  a  stop-loss  benefit 
higher  up  into  the  cost  distribution,  you  would  have  much  less  of 
a  selection  problem. 

Finally,  seeing  my  red  light  and  being  ready  to  summarize,  I 
think  I  will  hit  my  sixth  point,  just  to  say  that  I  think  the  one 
thing  we  all  understand  about  a  drug  benefit  that  would  focus  the 
benefit  on  a  high  cost  case  or  the  highest  cost  cases,  it  will  subject 
whatever  drug  expenditures  make  up  that  pot  of  money  to  substan- 
tial scrutiny,  and  it  is  going  to  be  very  important  to  understanding 
that  if  you  go  in  the  direction  of  a  stop-loss  benefit,  to  have  a  policy 
that  satisfies  your  policy  objectives,  to  make  sure  that  you  can  fit 
that  in  some  way  that  all  parties  will  consider  to  be  meaningful 
and  real. 

Thank  you  very  much. 

[The  prepared  statement  of  Donald  W.  Moran  follows:! 

Prepared  Statement  of  Donald  W.  Moran,  President,  The  Moran  Company 

Mr.  Chairman:  I  am  Donald  W.  Moran,  President  of  The  Moran  Company,  a 
multi-discipUnary  health  care  research  and  consulting  firm  based  in  Fairfax,  Vir- 
ginia. While  my  firm  provides  services  to  businesses  and  associations  with  an  inter- 
est in  the  matters  that  are  the  subject  of  your  hearings,  my  purpose  in  appearing 
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before  the  Subcommittee  today  is  not  to  advocate  any  particular  position  on  the 
question  of  whether  and  how  a  prescription  drug  benefit  might  be  added  to  the 
Medicare  program.  Rather,  I  have  been  requested  to  address  some  of  the  important 
program  design  questions  with  which  this  Subcommittee  must  wrestle  in  order  to 
arrive  at  a  workable  design.  I  will  focus  particularly  on  the  issue  of  whether  so- 
called  "stop  loss"  coverage  represents  a  feasible  and  affordable  option  in  any  drug 
benefit  design  the  Subcommittee  might  consider. 

The  issue  of  stop  loss  coverage  arises  in  this  debate  because  of  the  increasingly 
high  cost  of  many  important  pharmaceutical  and  biologic  therapies  that  are  now 
emerging  as  a  result  of  rapid  innovation  in  the  industry.  While  these  products  rep- 
resent important  improvements  to  the  health  care  system's  ability  to  treat — and 
even  cure-— disease,  the  intensive  research  and  development  costs  of  producing  them 
means  that  they  come  to  market  at  substantial  price  tags. 

It  is  important  to  understand  that  the  cost  to  patients  is  not  simply  the  result 
of  the  high  unit  prices  some  of  these  products  bear.  Since  the  benefit  of  many  of 
these  products  flows  from  their  ability  to  help  physician  and  their  patients  manage 
chronic  disease  over  a  sustained  period  of  time,  an  equally  important  determinant 
of  the  cost  to  patients  is  the  cumulative  cost  of  maintaining  patients  on  these  thera- 
pies. Annual  maintenance  costs  in  the  thousands  of  dollars — or  even  tens  of  thou- 
sands of  dollars — are  becoming  increasingly  common.  This  trend  raises  natural 
questions  about  Medicare  beneficiaries'  ability  to  access  these  drugs  at  an  afibrdable 
cost. 

As  pharmaceutical  therapy  becomes  an  increasingly  important  part  of  the  health 
care  system,  we  can  expect  a  continued  rise  in  the  cost  of  providing  benefits  for  pre- 
scription drugs  relative  to  the  cost  of  other  health  benefits.  Although  we  can  expect 
offsetting  benefits  from  this  shift  in  therapeutic  emphasis  down  the  road,  the  imme- 
diate impact  is  a  sharp  rise  in  the  trend  rate  of  growth  for  pharmaceutical  expendi- 
tures under  health  benefits  programs  that  cover  drugs.  Companies  that  provide 
drug  benefits  to  both  the  working  aged  population  and  the  elderly  are  responding 
to  this  rising  trend  in  various.  One  increasingly  common  response,  which  this  Sub- 
committee has  undoubtedly  observed  in  its  oversight  of  the  Medicare  +  Choice  pro- 
gram, is  a  growing  trend  toward  annual  benefit  limits  on  coverage  for  prescription 
drugs. 

Annual  benefits  limit,  viewed  from  the  vantage  point  of  the  health  benefits  mar- 
ket, have  some  desirable  features.  Since  the  great  majority  of  health  plan  bene- 
ficiaries have  annual  expenditures  less  than  the  limits,  imposing  these  caps  allows 
insurers  to  provide  essentially  full  benefits  to  the  great  majority  of  beneficiaries,  at 
a  price  far  lower  than  would  be  possible  if  the  cost  of  the  small  number  of  highest 
cost  users  were  included.  The  imposition  of  caps  also  partially  isolates  the  insurance 
pool  from  the  upward  trend  in  drug  costs.  Imposing  caps,  however,  has  the  unfortu- 
nate side  effect  of  exposing  a  limited  number  of  the  highest  prescription  drug  users 
to  the  full  cost  of  the  medications  they  need. 

Given  these  realities,  the  question  arises  whether  a  Medicare  prescription  benefit 
should  provide  "stop  loss"  protection  for  beneficiaries.  As  the  term  is  commonly 
used,  "stop  loss"  refers  to  a  benefit  design  under  which  the  beneficiary's  out-of-pock- 
et exposure  for  covered  benefits  is  capped  at  a  pre-specified  level,  after  which  the 
benefits  program  provides  full  benefits  with  no  further  coinsurance.  This  benefit  de- 
sign is,  of  course,  the  mirror  image  of  an  annual  benefit  limitation. 

Because  of  the  skewed  character  of  the  distribution  of  drug  benefits  risk,  the  cost 
of  providing  such  a  benefit  is  acutely  sensitive  to  where  the  "stop  loss  limit"  is  set 
relative  to  that  underlying  distribution — both  initially,  and  over  time.  Using  the 
most  recent  Medicare  Current  Beneficiary  Survey  data  available  from  HCFA — 
which  is  our  only  comprehensive  source  of  information  about  drug  spending  and  cov- 
erage among  Medicare  beneficiaries — my  colleagues  and  I  have  conducted  a  detailed 
exploration  of  the  fiscal  and  design  implications  of  providing  stop  loss  coverage  for 
Medicare  beneficiaries  under  various  proposals  now  pending  before  the  Congress. 
While  we  would  be  pleased  to  share  our  detailed  findings  on  various  points  with  the 
Committee  at  some  later  time,  let  me  summarize  the  key  lessons  we  have  learned 
from  this  analysis: 

First,  the  cost  of  providing  stop  loss  coverage  directed  at  the  highest-cost  patients 
is  surprisingly  affordable.  A  policy  directed  at  covering  the  limited  number  of  Medi- 
care beneficiaries  whose  annual  spending  on  drugs  exceeds,  say,  $10,000.  would 
amount  to  less  than  $50  million  today,  nationwide.  As  we  come  down  the  consump- 
tion scale  toward  lower  levels,  however,  the  costs  begin  to  add  up.  By  the  time  we 
get  down  to  the  level  of,  say,  $1,000,  the  current  cost  of  pro\^ding  stop  loss  coverage 
could  rise  to  over  $10  billion  annually. 

Second,  the  cost  of  stop  loss  coverage  is  highly  sensitive  to  the  quality  of  the 
"front  end"  coverage  Medicare  beneficiaries  have.  By  "front  end"  coverage,  I  mean 
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their  present  private  drug  coverage,  through  either  a  retiree  benefits  program  or 
Medigap.  This  conclusion  is  a  logical  one,  since  the  better  that  front  end  coverage 
is,  the  longer  it  takes  for  a  beneficiary  to  exceed  whatever  out-of-pocket  spending 
cap  is  provided  by  the  stop  loss  coverage — and  the  less  spending  there  is  to  cover 
once  they  reach  it. 

Third,  for  the  reason  just  cited,  the  Subcommittee  should  be  careful  in  its  evalua- 
tion of  proposals  for  "catastrophic  only"  drug  benefits  proposals.  While  benefits 
plans  structured  in  this  way  may  seem  attractive  for  other  policy  reasons,  they  may 
have  the  effect  of  encouraging  beneficiaries  to  drop  their  existing  private  coverage, 
converting  the  stop  loss  benefit  into  a  high  deductible  unlimited  coverage  policy  that 
would  start  paying  benefits  much  faster  than  it  would  if  their  private  coverage  had 
been  maintained. 

Fourth,  there  are  some  important  advantages  to  integrating  administration  of  a 
"stop  loss"  benefit  with  whatever  "front  end"  coverage  beneficiaries  elect.  Unitary 
administration  would  sharply  reduce  the  administrative  hassle  of  keeping  track  of 
spending  by  the  beneficiary,  and  would  ensure  continuity  of  application  of  whatever 
benefits  management  techniques  were  employed  by  the  primary  insurer. 

Fifth,  the  cost  of  a  stop  loss  benefit  to  the  beneficiary  in  a  voluntary  market  for 
private  coverage  will  depend  on  the  extent  of  participation,  since  a  voluntary  market 
may  experience  some  degree  of  adverse  selection.  If  low  users  were  to  disproportion- 
ately opt  out  of  the  system,  the  per  beneficiary  cost  of  providing  stop  loss  would  rise. 
It  may  be  useful  to  note  in  passing,  however,  that  the  total  cost  of  providing  stop 
loss  coverage  through  a  private  voluntary  market  would  not  be  increased  by  adverse 
selection. 

Sixth,  and  finally,  it  is  important  to  point  out  that  a  stop  loss  benefit,  by  its  very 
nature,  will  invite  scrutiny  of  the  cost  of  the  high  end  pharmaceutical  products  that 
would  comprise  the  bulk  of  the  spending  under  such  a  benefit  program.  Those  con- 
cerned, as  I  am,  about  the  motive  toward  price  controls  embedded  in  any  Govern- 
ment-financed drug  benefit  program  will  want  to  evaluate  this  issue  carefully.  It 
would,  I  believe,  be  very  important  to  craft  a  program  with  a  regulatory  and  financ- 
ing structure  that  insulated  decision-making  about  product  coverage  and  pricing 
from  political  control. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  appear  before  the  Subcommittee 
this  morning  to  share  the  results  of  our  work  in  this  area.  I  would  welcome  the  op- 
portunity to  answer  whatever  questions  you  or  your  members  may  have. 

Mr.  BILIRAKIS.  Thank  you,  sir. 
Ms.  McCall? 

STATEMENT  OF  CAROL  J.  McCALL 

Ms.  McCall.  Good  afternoon.  I  would  like  to  thank  the  chairman 
and  the  other  remaining  members  of  the  subcommittee  for  bearing 
with  us.  I  am  very  thankful  for  the  opportunity  to  be  here. 

My  name  is  Carol  McCall,  and  I  am  very  recently  the  new  execu- 
tive vice  president  of  managed  care  for  Allscripts,  but  prior  to  this 
role,  which  again  is  very  recent,  as  recently  as  last  Friday  I  was 
vice  president  of  pharmacy  management  for  Humana,  which  is  a 
managed  care  organization  that  provides  pharmacy  coverage  for 
approximately  450,000  seniors  through  a  Medicare+Choice  pro- 
gram. 

I  am  a  fellow  of  the  Society  of  Actuaries  and  a  member  of  the 
American  Academy  of  Actuaries,  and  I  also  serve  as  a  member  of 
the  Academy's  Medicare  Reform  Task  Force  that  is  studying  a 
number  of  issues  involving  proposed  changes  to  Medicare.  Among 
these  changes  under  study  by  the  Academy  are  the  issues  associ- 
ated with  adding  a  prescription  drug  benefit  to  the  current  Medi- 
care coverage.  I  would  like  to  note  that  although  I  am  a  member 
of  the  American  Academy  of  Actuaries'  Medicare  Reform  Task 
Force,  I  am  testifying  today  in  my  private  capacity  and  not  on  be- 
half of  the  Academy,  whose  analysis  will  discuss  these  issues  in 
more  depth. 
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I  would  like  to  outline  some  of  the  issues  that  should  be  consid- 
ered when  designing  a  prescription  drug  benefit  provided  through 
insurance  mechanisms.  However,  I  would  like  to  first  emphasize 
one  very  important  factor,  which  is  that  prescription  drug  coverage 
should  not  be  added  to  Medicare  in  the  absence  of  overall  reform 
to  the  financing  structure  of  the  Medicare  program. 

As  you  are  aware,  the  trustees  of  the  Medicare  Trust  Funds  have 
indicated  that  expenditures  from  the  HI  Trust  Fund,  Medicare  Part 
A,  are  expected  to  equal  income  into  the  fund  as  early  as  2006,  and 
costs  are  projected  to  exceed  income  after  that  point.  In  fact,  if  in- 
come earned  from  interest  on  the  assets  in  the  Trust  Fund  is  ex- 
cluded, the  fund  currently  pays  out  more  in  claims  than  it  receives 
from  payroll  taxes  and  premiums  paid  by  beneficiaries. 

The  Medicare  Part  B  fund,  which  is  financed  primarily  by  gen- 
eral tax  revenues,  faces  increasing  financial  pressure  due  to  rising 
health  care  costs  and  a  growing  population  of  beneficiaries  over  the 
next  decade.  So  adding  a  prescription  drug  benefit  to  either  of 
these  programs  right  now  will  only  exacerbate  the  financial  prob- 
lems confronting  Medicare,  without  the  consideration  of  more  broad 
reform. 

Specifically  to  the  drug  benefit  itself,  there  are  certain  consider- 
ations that  should  be  kept  in  mind  when  designing  a  prescription 
drug  benefit,  and  there  are  two  broad  categories  that  I  am  going 
to  touch  on  briefly  and  then  we  can,  if  there  are  any  questions,  we 
can  talk  about  those:  First,  the  category  of  benefit  design  in  par- 
ticular; and  then,  second,  overall  program  design  and  issues. 

First,  with  respect  to  benefit  design,  is  what  drugs  will  be  cov- 
ered, and  is  it  intended  that  all  drugs  will  be  covered  by  a  plan  or 
only  those  prescriptions  most  utilized  by  seniors?  Will  so-called  life- 
style drugs  be  covered?  And  who  will  determine  which  prescrip- 
tions are  included  or  excluded  from  coverage?  To  what  extent  will 
experimental  treatments  be  provided?  Each  of  these  issues  can 
have  a  major  impact  on  the  cost  of  the  benefit. 

And  second  is  how  will  the  benefit  be  managed?  Most  plans  offer- 
ing a  drug  benefit  use  some  sort  of  utilization  and  cost  containment 
mechanisms,  and  these  mechanisms  are  designed  to  make  sure  the 
drugs  prescribed  are  appropriate  for  the  particular  medical  condi- 
tion of  the  patient.  One  consideration  in  providing  a  drug  benefit 
through  Medicare  is  the  extent  to  which  utilization  management 
will  be  allowed  both  in  the  Medicare  fee-for-service  and  in 
Medicare-i-Choice  health  plans  on  an  ongoing  basis. 

Third,  the  question  of  how  will  beneficiary  cost-sharing  be  struc- 
tured. A  very  important  part  of  a  health  benefit  design  is  how 
much  and  the  manner  in  which  participants  are  asked  to  pay  a 
portion  of  out-of-pocket  costs.  If  seniors  pay  for  a  portion  of  the 
cost,  they  are  more  likely  to  compare  competing  drug  therapies,  in- 
cluding any  generic  prescription  drug  options  that  are  available.  In 
addition,  designing  benefits  where  costs  are  shared,  say  through  co- 
insurance, can  impact  the  pricing  strategies  of  pharmaceutical  com- 
panies to  the  advantage  of  seniors. 

Fourth  in  benefit  design  is  to  consider  what  extent  drug 
formularies  will  be  permitted.  Formularies  are  one  mechanism  that 
PBMs,  insurance  companies  and  managed  care  plans  use  to  contain 
the  cost  of  prescription  drugs.  There  are  a  number  of  different  ways 


146 


in  which  formularies  can  be  used,  but  all  of  them  involve  creating 
a  list  of  preferred  medicines  whose  costs  are  less  than  their  thera- 
peutic equivalents.  The  question  is,  will  this  mechanism  for  con- 
taining cost  be  allowed?  And,  if  so,  what  is  the  method  for  choosing 
which  drugs  are  going  to  be  on  a  formulary?  And  can  different 
plans  have  different  formularies? 

For  overall  program  design,  it  is  important  to  consider  to  what 
extent  will  private  health  plans  be  involved  in  the  program.  As  we 
have  just  heard,  currently  prescription  drug  coverage  is  available 
for  seniors  through  employers  who  offer  retiree  coverage,  to  those 
who  enroll  in  one  of  the  Medicare  supplement  plans  offering  such 
benefits,  and  for  those  members  of  a  Medicare-i-Choice  health  plan 
that  provides  drug  benefits.  You  will  need  to  consider  the  impact 
of  the  Medicare  drug  benefit  on  these  programs. 

For  example,  will  Medicare+Choice  health  plans  be  required  to 
offer  a  benefit,  for  it  is  now  an  option.  If  a  drug  benefit  is  offered 
through  Medicare,  how  will  the  Medicare  supplement  insurance 
plans  currently  providing  drug  benefits  be  treated?  Will  pharmacy 
benefit  management  companies,  or  PBMs,  be  used  by  Medicare  to 
help  administer  a  drug  benefit  for  the  beneficiaries?  And  what 
would  be  the  role  of  PBM  companies  in  this  process?  Would  they 
serve  only  as  administrators,  or  would  they  take  some  of  the  risk 
for  their  role  they  play  in  containing  costs? 

It  is  important  that  we  understand  these  dynamics  and  the  an- 
swers to  these  questions,  as  it  will  impact  overall  program  cost  and 
quality. 

Finally,  in  closing,  I  would  like  to  return  to  something  I  said  at 
the  start,  which  is,  if  Medicare  is  the  vehicle  chosen  to  provide  pre- 
scription drug  coverage  for  seniors,  then  Congress  must  act  on  the 
overall  financial  issues  facing  the  Medicare  program.  It  may  be 
necessary  to  cut  benefits,  raise  premiums,  or  increase  contributions 
from  the  Federal  budget  in  order  to  maintain  the  solvency  of  the 
Medicare  Trust  Funds.  Adding  an  additional  and  potentially  costly 
benefit  to  Medicare  will  place  a  further  strain  on  the  Medicare  pro- 
gram. Congress  should  not  let  this  opportunity  pass  without  a  seri- 
ous discussion  on  how  to  deal  with  the  long  range  financial  sol- 
vency of  Medicare. 

Thank  you. 

[The  prepared  statement  of  Carol  J.  McCall  follows:] 

Prepared  Statement  of  Carol  J.  McCall,  Executive  Vice  President,  Managed 

Care,  Allscripts 

Good  morning  Chairman  Bilirakis  and  members  of  the  Subcommittee.  My  name 
is  Carol  McCall  and  I  am  the  Executive  Vice  President,  Managed  Care  for 
Allscripts.  Prior  to  this  role,  I  served  as  Vice  President,  Pharmacy  Management  for 
Humana,  Inc..  a  managed  care  organization  that  provides  pharmacy  coverage  for  ap- 
proximately 450,000  seniors  through  the  Medicare+Choice  program.  I  am  a  fellow 
of  the  Society  of  Actuaries  and  a  member  of  the  American  Academy  of  Actuaries. 
I  also  serve  as  a  member  of  the  Academy's  Medicare  Reform  Task  Force  that  is 
studying  a  number  of  issues  involving  proposed  changes  to  Medicare.  Among  these 
changes  under  study  is  adding  a  prescription  drug  benefit  to  the  current  Medicare 
coverage.  I  appreciate  the  opportunity  to  appear  before  you  today  to  testify  regard- 
ing ways  to  provide  seniors  with  coverage  for  prescription  dmgs.  I  would  like  to  note 
that  although  I  am  a  member  of  the  American  Academy  of  Actuaries'  Medicare  Re- 
form Task  Force,  I  am  testifying  today  in  my  private  capacity  and  not  on  behalf  of 
the  Academy. 
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Prescription  drug  costs  represent  a  significant  part  of  health  care  expenses,  and 
those  costs  have  been  rapidly  rising  over  the  past  few  years.  The  cost  of  prescription 
drugs  can  have  a  major  impact  on  seniors,  many  of  whom  are  on  fixed  incomes. 
Since  Medicare  is  the  primary  source  of  health  insurance  coverage  for  seniors  (al- 
most 98  percent  of  the  population  in  this  country  age  65  years  or  older  is  covered 
by  Medicare),  one  possible  approach  to  this  issue  is  to  expand  the  current  Medicare 
coverage  to  include  some  level  of  payment  for  prescription  drugs. 

I  would  like  to  outline  some  of  the  issues  that  should  be  considered  when  design- 
ing a  prescription  drug  benefit  provided  through  an  insurance  mechanism.  However, 
I  would  first  like  to  emphasize  one  very  important  factor — prescription  drug  cov- 
erage should  not  be  added  to  Medicare  in  the  absence  of  overall  reform  to  the  financ- 
ing structure  of  the  Medicare  program.  As  you  are  aware,  the  Trustees  of  the  Medi- 
care trust  funds  have  indicated  that  expenditures  from  the  Federal  Hospital  Insur- 
ance (HI)  Trust  Fund  (Medicare  Part  A)  are  expected  to  equal  income  into  the  fund 
as  early  as  2006,  and  costs  are  projected  to  exceed  income  after  that  point.  In  fact, 
if  income  earned  from  interest  on  the  assets  in  the  HI  trust  fund  is  excluded,  the 
fund  currently  pays  out  more  in  claims  that  it  receives  from  payroll  taxes  and  pre- 
miums paid  by  beneficiaries.  The  Supplementary  Medical  Insurance  Trust  Fund 
(Medicare  Part  B),  which  is  financed  primarily  by  general  tax  revenues,  faces  in- 
creasing financial  pressure  due  to  rising  health  care  costs  and  a  growing  population 
of  beneficiaries  over  the  next  decade.  Adding  a  prescription  drug  benefit  to  either 
of  these  programs  will  only  exacerbate  the  financial  problems  confronting  Medicare. 

There  are  a  number  of  health  insurance  plans  today  that  provide  prescription 
drug  coverage  for  their  members.  There  are  practical  considerations  that  should  be 
kept  in  mind  when  designing  a  prescription  drug  benefit: 

•  Is  providing  a  prescription  drug  benefit  through  Medicare  the  best  option^ — Many 

of  the  current  proposals  start  with  the  assumption  that  the  drug  benefit  will 
be  delivered  to  seniors  through  Medicare.  Is  this  the  most  cost-effective  way  to 
help  seniors  meet  their  medical  needs?  Do  other  options  exist — such  as  tax  cred- 
its or  using  private  insurance — that  would  work? 

•  Hoiv  will  a  Medicare  prescription  drug  benefit  impact  other  existing  programs^' — 

It  is  also  important  to  evaluate  the  impact  of  a  Medicare  prescription  drug  ben- 
efit on  other  payers  for  medical  care  for  seniors.  Currently,  three  Medicare  Sup- 
plement insurance  plans  pay  for  drug  coverage.  In  addition,  some  employers 
offer  retiree  health  benefits  that  include  prescription  drug  coverage  and  there 
are  a  limited  number  of  Medicare-t-Choice  health  plans  with  a  prescription  drug 
benefit.  You  need  to  consider  how  a  Medicare  drug  benefit  will  impact  those 
programs. 

•  What  drugs  will  be  covered^ — Is  it  intended  that  all  drugs  will  be  covered  by  the 

plan  or  only  those  prescriptions  most  utilized  by  seniors?  Will  so-called  "'life 
style"  drugs  be  covered,  and  who  gets  to  determine  which  prescriptions  are  in- 
cluded or  excluded  from  coverage?  To  what  extent  will  experimental  treatments 
be  provided?  Each  of  these  issues  can  have  a  major  impact  on  the  cost  of  the 
benefit. 

•  How  will  the  benefit  be  managed^  Most  plans  offering  a  drug  benefit  try  to  impose 

some  form  of  utilization  controls.  These  utilization  management  strategies  are 
designed  to  make  sure  the  drugs  prescribed  are  appropriate  for  the  particular 
medical  condition  of  the  patient.  One  consideration  in  providing  a  drug  benefit 
through  Medicare  is  the  extent  to  which  utilization  management  will  be  allowed 
both  in  the  Medicare  fee-for-service  (FFS)  program  and  in  Medicare+Choice 
health  plans. 

•  To  what  extent  will  private  health  plans  be  involved  in  the  program^ — Currently, 

prescription  drug  coverage  is  available  for  seniors  who  enroll  in  one  of  the  Medi- 
care Supplement  plans  ofi"ering  such  benefits  and  for  those  members  of  a 
Medicare+Choice  health  plan  that  provides  drug  benefits.  Will  Medicare+Choice 
health  plans  be  required  to  offer  the  benefit  (it  is  now  an  option)?  If  a  drug  ben- 
efit is  offered  through  Medicare,  how  will  the  three  Medicare  Supplement  insur- 
ance plans  currently  providing  drug  benefits  be  treated?  Will  pharmacy  benefit 
management  companies  (PBMs)  be  used  by  Medicare  FFS  to  help  administer 
the  prescription  drug  benefit  for  their  beneficiaries?  What  would  be  the  role  of 
pharmacy  benefit  management  companies  in  this  process?  Would  they  serve  as 
the  administrators  of  the  program  or  will  they  take  some  of  the  risk  for  their 
role  they  play  in  containing  costs? 

•  Will  any  of  the  cost  of  providing  the  prescription  drug  coverage  be  subsidized^ — 

There  is  some  concern  that  Medicare  beneficiaries  below  a  certain  level  of  in- 
come will  not  be  able  to  afi'ord  a  prescription  drug  benefit  that  is  supported  by 
premium  payments  andvor  co-payments  and  deductibles.  What  will  be  the  level 
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of  government  subsidy  for  those  enrollees  and  who  will  qualify  for  that  support? 
How  will  Medicaid  eligible  seniors  be  covered? 

•  How  will  co-payments  or  deductibles  be  structured^ — If  you  have  to  pay  for  some- 

thing, you  will  generally  take  more  notice  of  how  much  it  costs.  One  important 
part  of  a  health  benefits  design  is  how  much  participants  are  required  to  pay 
"out-of-pocket."  If  seniors  pay  for  a  portion  of  the  cost,  they  may  be  more  likely 
to  compare  competing  drug  therapies,  including  any  generic  prescription  drug 
options. 

•  To  what  extent  will  drug  formularies  be  permitted^ — Formularies  are  one  mecha- 

nism that  PBMs,  insurance  companies  and  managed  care  plans  use  to  contain 
the  cost  of  prescription  drugs.  There  are  a  number  of  different  ways  in  which 
formularies  can  be  used,  but  all  of  them  involve  creating  a  list  of  preferred 
medicines  whose  costs  are  less  than  their  therapeutic  equivalents.  Will  this 
mechanism  for  containing  costs  be  allowed?  If  so,  what  will  be  the  methods  for 
choosing  which  drugs  are  on  a  formulary?  Can  different  options  and  plans  for 
providing  coverage  have  different  formularies? 
I  would  like  to  return  to  something  I  said  at  the  start  of  my  testimony  regarding 
this  issue.  If  Medicare  is  the  vehicle  chosen  to  provide  prescription  drug  coverage 
for  seniors,  then  Congress  must  act  on  the  overall  financial  issues  facing  the  Medi- 
care program.  It  may  be  necessary  to  cut  benefits,  raise  premiums  or  increase  the 
contributions  from  the  federal  budget  in  order  to  maintain  the  solvency  of  the  Medi- 
care trust  funds.  Adding  an  additional  (and  potentially  costly)  benefit  to  Medicare 
will  place  a  further  strain  on  the  Medicare  program.  Congress  should  not  let  this 
opportunity  pass  without  a  serious  discussion  on  how  to  deal  with  the  long-range 
financial  solvency  of  Medicare. 

Mr.  BiLiRAKiS.  Thank  you  very  much,  Ms.  McCall. 
Dr.  Young? 

STATEMENT  OF  DONALD  YOUNG 

Mr.  Young.  Thank  you,  Mr.  Chairman.  The  Health  Insurance 
Association  of  America  shares  the  concerns  of  many  of  you  in  Con- 
gress, calHng  for  measures  to  help  seniors  better  afford  prescription 
drugs.  We  stand  ready  to  work  with  Members  of  Congress  of  both 
parties  and  with  the  administration  to  help  make  senior  prescrip- 
tion drug  coverage  a  reality  for  all  of  our  Nation's  seniors. 

We  believe  something  can  and  should  be  done  in  the  near  term 
to  help  seniors,  but  short-term  solutions  should  not  disrupt  current 
private  coverage  that  seniors  depend  upon  or  impede  more  funda- 
mental Medicare  restructuring  and  reform  in  the  future.  Some  of 
the  proposals  that  have  been  offered  would  do  much  more  harm 
than  good. 

Proposals  that  seek  to  provide  coverage  through  stand-alone, 
drug-only  insurance  policies  simply  would  not  work  in  practice. 
Their  proponents  have  ignored  the  realities  of  the  insurance  mar- 
ket and  based  their  supporting  analyses  on  unrealistic  assump- 
tions. Designing  a  theoretical  drug  coverage  model  does  not  guar- 
antee that  private  insurers  will  develop  that  product  or  that  bene- 
ficiaries would  purchase  it. 

Some  of  the  problems  include  high  market  entry  costs;  difficulty 
in  pricing  premiums  for  a  volatile  and  continuing,  ever  cost  esca- 
lating benefit;  adverse  selection,  since  drug  use  is  frequently  pre- 
dictable; and  significant  regulatory  hurdles  at  the  Federal  and 
State  levels. 

I  want  to  stress  also  that  high  deductible  products  are  not  a  solu- 
tion. The  experience  is  clear  that  this  is  not  an  approach  that  is 
popular  with  seniors.  Since  these  are  not  likely  to  be  accepted  by 
seniors,  they  are  not  likely  to  be  offered  by  insurers. 

Similarly,  attempting  to  assure  coverage  by  mandating  that  pri- 
vate Medigap  plans  provide  enhanced  coverage  for  pharmaceuticals 
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would  result  in  unsustainable  premium  increases  and  reduced  cov- 
erage. Our  analysis  indicates  that  Medigap  premiums  would  jump 
by  anywhere  from  50  to  100  percent  as  a  result  of  this  type  of  man- 
date. Remember,  Medigap  drug  coverage  plans  are  available  now, 
but  only  13  percent  of  those  choosing  Medigap  enroll  in  such  plans, 
largely  due  to  their  added  expense. 

In  conclusion,  any  new  policy  proposal  must  be  carefully  exam- 
ined to  ensure  that  unintended  consequences  do  not  erode  the  pri- 
vate coverage  options  that  beneficiaries  rely  on  today  to  meet  their 
health  care  needs.  Survey  after  survey  shows  that  beneficiaries  are 
overwhelmingly  satisfied  with  their  Medigap  coverage.  As  you  con- 
sider options  to  help  seniors  with  ever-escalating  drug  costs,  don't 
destroy  the  product  they  rely  on  for  peace  of  mind  and  financial 
protection.  There  are  other  workable  solutions. 

Thank  you. 

[The  prepared  statement  of  Donald  Young  follows:] 

Prepared  Statement  of  Donald  Young,  Chief  Oper.^ting  Officer  .and  Medical 
Director,  Health  Insurance  Assoclation  of  America 

introduction 

Mr.  Chairman,  distinguished  members  of  the  Subcommittee,  I  am  Dr.  Donald 
Young,  Chief  Operating  Officer  and  Medical  Director  of  the  Health  Insurance  Asso- 
ciation of  America  (HIAA).  Prior  to  joining  HIAA,  I  serv^ed  for  14  years  as  Executive 
Director  of  the  Prospective  Pavinent  Assessment  Commission  (PROPAO  where  I 
was  responsible  for  research,  analysis,  and  the  development  of  recommendations  to 
the  Congress  and  the  Secretar>^  of  Health  and  Human  Ser\'ices  on  a  wide  range  of 
Medicare  policies.  I  also  have  served  as  Deputy  Director  of  the  Policy  Bureau  at  the 
Health  Care  Financing  Administration  and  as  Medical  Director  for  the  American 
Lung  Association.  I  began  my  career  as  a  practicing  physician  in  California. 

I  am  ver>^  pleased  to  be  here  today  to  speak  with  you  about  how  best  to  increase 
access  to  affordable  prescription  drugs  for  our  nation's  seniors. 

seniors  should  have  exp.anded  access  to  needed  pharalaceuticals 

As  we  all  know,  pharmaceuticals  have  become  a  critical  component  of  modern 
medicine.  Prescription  drugs  play  a  crucial  role  in  improving  the  lives  and  health 
of  many  patients,  and  new  research  breakthroughs  in  the  coming  years  are  likely 
to  bring  even  greater  improvements.  With  older  Americans  becoming  an  ever-in- 
creasing percentage  of  the  overall  United  States  population,  the  need  for  more  medi- 
cines for  this  sector  of  the  population  is  becoming  equally  urgent.  There  is  con- 
tinuing emphasis  on  new  pharmaceuticals  to  treat  diseases  typically  associated  with 
aging.  Over  600  new  medicines  to  treat  or  prevent  heart  disease,  stroke,  cancer,  and 
other  debilitating  diseases  are  currently  under  development.  Medicines  that  already 
are  available  have  played  a  central  role  in  helping  to  cut  death  rates  for  chronic 
and  acute  conditions,  allowing  patients  to  lead  longer,  healthier  lives.  For  example, 
over  the  past  three  decades,  the  death  rate  from  atherosclerosis  has  declined  74  per- 
cent and  deaths  from  ischemic  heart  disease  have  declined  62  percent,  both  due  to 
the  advent  of  beta  blockers  and  ACE  inhibitors.  During  this  same  period,  death 
rates  resulting  from  emphysema  dropped  57  percent  due  to  new  treatments  involv- 
ing anti-inflammatories  and  bronchodilators. 

These  advances  have  not  come  without  their  price.  Rapid  cost  increases  are  put- 
ting prescription  drugs  out  of  reach  for  many  of  our  nation's  seniors.  Because  of  both 
increased  utilization  and  cost,  prescription  drug  spending  has  outpaced  all  other 
major  categories  of  health  spending  over  the  past  few  years.  For  example,  while  hos- 
pital and  physician  services  expenditures  increased  between  3  percent  and  5  percent 
annually  from  1995  through  1999.  prescription  drug  expenditures  have  increased  at 
triple  the  rate,  averaging  between  10  and  14  percent.  According  to  projections  by 
the  Health  Care  Financing  Administration,  prescription  dnag  spending  will  grow  at 
nearly  10  percent  a  year  until  2008.  almost  double  the  rate  of  spending  on  hospital 
and  physician  services. 

About  two-thirds  of  seniors  have  some  type  of  insurance  coverage  for  pharma- 
ceuticals— either  through  employer-sponsored  retiree  health  plans,  private 
Medicare-t-Choice  plans.  Medicaid  or.  in  limited  instances.  indi\idual  Medicare  Sup- 
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plemental  (Medigap)  policies.  But  this  coverage  may  be  limited,  and  it  is  likely  to 
decline  over  time  as  cost  pressures  mount  for  employers,  insurers,  and  individual 
consumers.  For  example,  recent  surveys  indicate  that  employers  are  contemplating 
several  changes  for  their  retiree  health  care  plans  over  the  next  several  years,  in- 
cluding increasing  premiums  and  cost-sharing  (81  percent  of  respondents  to  a  1999 
Hewitt  Associates  survey  sponsored  by  the  Kaiser  Family  Foundation)  and  cutting 
back  on  prescription  drug  coverage  (40  percent). 

Also,  unrealistically  low  government  payments  to  Medicare+Choice  plans  is  hav- 
ing the  effect  of  reducing  drug  coverage  for  many  seniors  enrolled  in  these  plans. 

Increases  in  per  capita  payments  on  behalf  of  beneficiaries  enrolled  in 
Medicare+Choice  plans  from  1997  to  2003  are  projected  to  be  less  than  half  of  the 
expected  increases  during  the  same  period  for  those  individuals  in  the  Medicare  fee- 
for-service  program.  In  fact,  the  President's  Fiscal  Year  2000  budget  included  pro- 
jected five-year  medical  cost  increases  of  27  percent  for  the  original  Medicare  fee- 
for-service  program  and  50  percent  increases  for  the  Federal  Employee  Health  Ben- 
efit Program,  while  Medicare+Choice  payment  increases  during  the  same  period  will 
be  held  to  less  than  10  percent  in  many  counties. 

In  addition,  most  seniors  live  on  fixed  incomes  and  their  purchasing  power  will 
continue  to  erode  over  time  as  drug  expenditures  increase  more  rapidly  than  their 
real  income.  In  terms  of  current  dollars,  seniors'  income  has  increased  very  little 
over  the  past  ten  years.  From  1989  to  1998,  the  median  income  of  households  with 
a  family  head  65  years  of  age  or  older  increased  from  $20,719  to  $21,  589.  This  rep- 
resents an  increase  in  real  income  of  less  than  5  percent  over  the  entire  decade. 

HIAA  shares  the  concerns  of  many  public  voices  today  calling  for  measures  to 
help  seniors  better  afford  prescription  drugs.  We  stand  ready  to  work  with  members 
of  Congress  from  both  parties,  and  with  the  Administration,  to  help  make  prescrip- 
tion drug  coverage  a  reality  for  all  of  our  nation's  seniors. 

While  we  all  know  that  seniors  need  help,  some  of  the  proposals  under  consider- 
ation would  fall  short  of  the  goal.  In  addition,  the  possible  effects  of  any  new  policy 
proposal  must  be  carefully  examined  to  ensure  that  unintended  consequences  do  not 
erode  the  private  coverage  options  that  beneficiaries  rely  on  today  to  meet  their 
health  care  needs.  In  fact,  we  are  extremely  troubled  that  some  of  the  proposals  be- 
fore Congress  would  do  just  that. 

Some  of  the  proposals  we  have  examined  that  rely  on  "stand-alone"  drug-only  in- 
surance policies  simply  would  not  work  in  practice;  their  proponents  have,  quite 
simply,  promoted  a  fiction  by  ignoring  the  realities  of  the  insurance  market  and  bas- 
ing their  supporting  analyses  on  unrealistic  assumptions.  Others  have  proposed  to 
assure  seniors  drug  coverage  by  mandating  that  private  health  plans — either 
Medigap  or  Medicare+Choice,  or  both — provide  enhanced  coverage  for  pharma- 
ceuticals. While  this  option  has  the  virtue  of  being  virtually  cost-free  from  a  federal 
budgetary  standpoint,  it  would  be  far  from  inexpensive  for  seniors  who,  according 
to  our  estimates,  would  experience  premium  increases  for  Medigap  products  of  be- 
tween 50  and  100  percent.  It  also  would  result  in  many  seniors  dropping  the  supple- 
mental coverage  they  depend  upon,  creating  a  whole  new  set  of  political  problems. 

My  concern  about  these  two  policy  options  can  be  summed  up  in  two  statements: 

•  First,  designing  a  theoretical  drug  coverage  model  through  legislative  language 

does  not  guarantee  that  private  insurers  will  develop  that  product  in  the  mar- 
ket. 

•  Second,  if  coverage  that  consumers  cannot  afford  is  mandated,  the  result  will  be 

unsustainable  premium  increases,  limited  choice,  and  reduced  coverage. 
It  is  simply  not  good  policy  (or  politics^  for  Congress,  as  well  intentioned  as  it  may 
be,  to  enact  legislation  that  will  result  in  seniors  not  being  able  to  purchase  today's 
extremely  popular  and  very  successful  Medigap  coverage. 

HIA.\  HAS  DEVELOPED  A  SOLUTION  TO  HELP  ALL  SENIORS 

Before  I  elaborate  on  these  concerns,  let  me  first  make  clear  that  HIAA  believes 
strongly  that  the  status  quo  is  unacceptable.  Last  year,  HIAA's  Board  of  Directors 
approved  a  three-pronged  proposal  developed  by  our  member  companies  that  would 
help  all  seniors.  The  HIAA  program  would:  (D  help  lower-income  seniors  through 
drug  assistance  programs;  (2)  provide  a  tax  credit  to  help  offset  out-of-pocket  drug 
costs  for  all  other  seniors;  and  (3)  ensure  fair  payments  to  private  Medicare+Choice 
plans  that  are  struggling  to  provide  prescription  drug  coverage  for  seniors  despite 
unrealistically  low  government  payments  that  will  not  keep  pace  with  medical  infla- 
tion and  the  projected  increases  in  drug  costs.  I  will  not  discuss  the  details  of 
HIAA's  proposal  today.  We  have  shared  our  plan  with  all  members  of  Congress  and 
we  would  be  happy  to  discuss  it  with  you  in  more  detail  at  any  time,  or  to  respond 
to  questions  about  it  following  my  formal  testimony.  Let  me  just  say  that  the  HIAA 
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proposal  represents  an  immediate  and  workable  step  that  will  provide  meaningful 
relief  for  all  seniors,  while  avoiding  the  disraption  and  confusion  for  beneficiaries 
that  surely  would  result  were  Congress  to  make  changes  in  seniors'  private  benefit 
options  before  addressing  needed  changes  in  the  underlying  Medicare  program. 

My  testimony  today  will  focus  primarily  on  the  reasons  why  we  believe  that  rely- 
ing entirely  on  private  insurance  models  as  a  way  to  provide  drug  coverage  to  sen- 
iors is  unsound — particularly  without  significantly  restructuring  Medicare.  First,  I 
will  outline  HIAA's  concerns  with  stand-alone  "drug-only"  insurance  plans  for  sen- 
iors. I  will  then  elaborate  on  why  we  so  strongly  oppose  drug  coverage  mandates 
on  private  insurance  products. 

WHY  A  "DRUG-ONLY"  BENEFIT  IS  AN  EMPTY'  PROMISE  FOR  SENIORS 

Some  have  proposed  that  most  seniors"  drug  coverage  needs  could  be  met  by  au- 
thorizing the  creation  of  several  new  private  insurance  coverage  options.  Theoreti- 
cally, these  "drug-only"  policies  would  be  offered  either  as  stand-alone  policies,  or 
sold  in  conjunction  with  existing  Medigap  coverage. 

Developing  a  legislative  prototype  based  on  a  set  of  theoretical  constructs  does  not 
guarantee  that  the  market  will  respond  by  creating  a  private  insurance  product. 
Creating  a  new  form  of  insurance  is  not  easy.  As  with  any  new  product,  start-up 
efforts  are  costly  and  time-consuming.  Adding  to  the  difficulty  is  that  such  insur- 
ance policies  would  have  to  meet  existing  (and  possibly  new)  state  and  federal  re- 
quirements before  they  could  be  sold.  Thus,  before  making  its  entry  into  the  market- 
place, a  "drug-only"  policy  would  have  to  clear  a  multitude  of  economic  and  regu- 
latory hurdles.  Our  members  have  told  us  that  it  is  unlikely  to  do  so. 

Economic  Barriers  and  Adverse  Selection  Problems 

Insurance  carriers  attempting  to  bring  this  t^-pe  of  product  to  market  would  face 
many  barriers,  including  the  costs  of  development,  marketing,  and  administration. 
Premiums  for  the  policy  would  have  to  reflect  these  costs.  Adding  to  these  adminis- 
trative expenses  is  the  inherent  difficulty  of  developing  a  sustainable  premium 
structure  for  a  benefit  that  is  so  widely  used  and  for  which  costs  are  rising  so  dra- 
matically. 

Volatility  in  pharmaceutical  cost  trends  also  will  make  a  stand-alone  "drug-only" 
policy  difficult  to  price.  While  there  has  been  relative  stability  in  the  rate  of  increase 
of  hospital  and  physician  costs  during  the  past  two  decades,  pharmaceutical  costs 
have  been  more  difficult  to  predict.  In  March  1999,  for  example,  HCFA  estimated 
that  prescription  drug  expenditures  would  reach  $171  billion  by  2007.  Just  six 
months  later,  in  September,  HCFA  was  forced  to  re\'ise  these  projections  and  now 
predicts  that  prescription  drug  spending  will  reach  S223  billion  by  2007,  a  30  per- 
cent increase  over  the  pre\-ious  estimate.  Since  the  Administration  first  offered  its 
Medicare  drug  benefit  proposal  just  last  year,  it  has  had  to  revise  cost  estimates 
for  the  program  upward  by  more  than  30  percent  due  largely  to  greater-than-ex- 
pected  increases  in  the  costs  of  prescription  drugs. 

For  many  reasons,  "drug-only"  policies  would  be  ver>-  expensive  to  administer. 
Adding  to  the  economic  liabilities  of  these  policies,  therefore,  are  the  expense  mar- 
gin limitations  insurance  carriers  must  meet  under  OBRA  "90,  which  are  likely  to 
be  too  small  to  support  separate  administration  of  drug  benefits. 

The  most  difficult  factor  driNing  up  premiums,  however,  will  be  "adverse  selec- 
tion." Adverse  selection  occurs  because  those  who  expect  to  receive  the  most  in  bene- 
fits from  the  policy  will- purchase  it  immediately,  while  those  who  expect  to  have 
few  claims  will  forgo  purchasing  it.  When  people  with  low  drug  costs  choose  not  to 
enroll  in  coverage  while  those  with  high  costs  do  enroll,  insurance  carriers  are 
forced  to  charge  higher  premiums  to  all  policyholders.  The  more  opportunities  there 
are  for  enrollment,  the  greater  the  risk  of  adverse  selection. 

Adverse  selection  would  be  a  very  real  problem  for  this  type  of  product.  Projec- 
tions indicate  that  one-third  of  seniors  (even  if  all  had  coverage  for  outpatient  pre- 
scription drugs ^  \\ill  have  drug  costs  under  $250  in  the  year  2000.  with  the  average 
cost  estimated  at  $68.  These  seniors  are  unlikely  to  purchase  any  t\-pe  of  private 
drug  coverage,  given  that  the  additional  premium  for  such  a  policy  would  be  at  least 
10  times  higher  than  their  average  annual  drug  costs.  Of  the  two-thirds  who  might 
buy  the  coverage,  many  would  be  doing  little  more  than  dollar  trading.  Some  may 
actuallv  end  up  much  worse  off  a  person  %rith  $500  of  drug  expenses  could  have 
premium,  deductible,  and  coinsurance  costs  equal  to  over  200  percent  of  the  actual 
costs  of  drugs.  Consequently,  many  seniors  are  not  likely  to  purchase  the  product, 
resulting  in  further  premium  increases  for  those  that  do. 

Limiting  the  sale  of  these  policies  to  the  first  sLx  months  of  Medicare  eligibility 
would  help  in  theorv  onlv.  given  legislators"  demonstrated  proclivity  to  expand  on 
"cruaranteed  issue."  The  Clinton  Administration's  Medicare  drug  coverage  proposal 
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seeks  to  avoid  adverse  selection  by  limiting  enrollment  in  a  government-provided 
drug  coverage  plan  to  the  first  six  months  when  beneficiaries  initially  become  eligi- 
ble for  Medicare.  While  this  type  of  rule  theoretically  helps,  the  concept  seldom 
works  in  practice  because  legislators  and  regulators  expand  guaranteed  issue  oppor- 
tunities over  time  in  response  to  political  pressure.  For  example,  the  "first  time" 
guaranteed  issue  rule  originally  in  place  for  Medigap  policies  has  been  greatly  ex- 
panded over  time — both  through  new  federal  rules  in  the  Balanced  Budget  Act  of 
1997  (BBA)  and  through  state  law  expansions. 

Regulatory  Hurdles 

Even  if  such  insurance  policies  were  economically  feasible,  they  would  face  signifi- 
cant regulatory  barriers.  The  National  Association  of  Insurance  Commissioners 
(NAIC)  would  likely  have  to  develop  standards  for  the  new  policies;  state  regulators 
would  have  to  approve  the  products  before  they  could  be  sold,  as  well  as  scrutinize 
their  initial  rates  and  any  proposed  rate  increases.  Even  relatively  straightforward 
product  changes  based  on  proven  design  formulas  can  take  several  years  to  progress 
from  the  design  stage  through  the  regulatory  approval  process  and,  finally,  to  mar- 
ket. 

Because  insurers  would  be  required  to  renew  coverage  for  all  policyholders  (as 
they  are  required  to  do  with  Medigap  products),  policies  could  not  be  cancelled  if 
new  alternatives  were  authorized  by  subsequent  legislation  or  regulations.  This 
would  exacerbate  adverse  selection  problems  for  these  plans,  since  people  with  the 
greatest  di-ug  needs  would  retain  them  while  others  may  seek  out  less  costly  alter- 
natives. It  also  would  dampen  interest  in  offering  the  product  in  the  first  place,  as 
insurers  would  be  locked  into  offering  these  policies  once  they  were  issued. 

Guaranteed  renewability  also  would  exacerbate  pricing  problems  for  these  "drug- 
only"  products.  While  many  in  Congress  have  said  that  they  oppose  government 
price  controls  for  pharmaceuticals,  private  insurers  offering  "drug-only"  coverage  are 
sure  to  face  premium  price  restrictions  on  their  products  at  the  state  level  (all  states 
have  adopted  either  rate  bands,  modified  community  rating,  or  fiiU  community  rat- 
ing for  Medigap  as  well  as  medical  insurance  coverage  options  available  to  non-sen- 
iors). Even  when  proposed  premium  increases  are  consistent  with  state  law  param- 
eters, state  regulators  are  likely  to  be  resistant  to  the  magnitude  of  increase  it 
would  likely  take  to  sustain  a  "drug-only"  insurance  policy  as  drug  prices  grow  over 
time. 

If  the  NAIC  did  standardize  these  policies,  as  some  have  proposed,  it  could  impose 
unworkable  limitations  on  insurers.  If  insurance  carriers  were  prevented  from  ad- 
justing co-payments  and  deductibles  as  drug  costs  continue  to  skyrocket,  effective 
cost  management  would  not  be  possible  without  significant  premium  increases  over 
time.  On  the  other  hand,  allowing  needed  flexibility  would  destroy  the  standardiza- 
tion of  Medigap  that  Congress  and  the  NAIC  have  worked  so  hard  to  achieve  during 
the  past  decade. 

High-Deductible  Options  Introduce  Additional  Practical  Limitations 

Various  suggestions  have  been  made  to  render  these  poHcies  economically  viable. 
One  suggestion  that  flies  in  the  face  of  historical  reality  is  to  design  the  policies 
with  very  high  deductibles — a  feature  that  has  never  been  popular  with  seniors. 
Comprehensive  high-deductible  Medicare+Choice  medical  savings  account  plans  au- 
thorized under  the  Balanced  Budget  Act  of  1997  (BBA)  are  not  available  because 
no  company  believes  it  can  develop  sufficient  market  size  to  make  it  worth  the  ef- 
fort. It  is  also  notable  that  no  carrier  has  attempted  to  develop  or  market  the  two 
higher  deductible  Medigap  policies  authorized  under  the  BBA,  largely  out  of  the 
knowledge  that  this  product  would  not  be  attractive  to  a  large  enough  block  of  sen- 
iors to  make  it  viable.  The  $1,500  deductible  in  those  BBA  Medigap  poUcies  is  con- 
siderably lower  than  some  of  the  deductible  levels  proposed  by  advocates  of  the  new 
drug-only  policies. 

In  short,  a  "drug-only"  policy  is  an  empty  promise:  it  sounds  good  but  it  cannot 
succeed  in  the  real  world. 

A  MEDIGAP  DRUG  MANDATE  ALSO  IS  A  BAD  IDEA 

Another  bad  idea  is  mandating  drug  coverage  for  Medicare  supplemental  insur- 
ance. (More  than  20  million  Medicare  beneficiaries  have  such  coverage,  with  9  mil- 
lion policies  purchased  individually  and  11  million  through  the  group  market.) 

HIAA  is  strongly  opposed  to  proposals  that  would  require  Medicare  supplemental 
insurance  or  Medicare+Choice  plans  to  cover  the  costs  of  outpatient  prescription 
drugs  without  the  addition  of  prescription  drug  coverage  as  a  Medicare  covered  ben- 
efit. The  growing  cost  of  pharmaceuticals  would  force  plans  with  mandated  drug 
coverage  to  raise  premiums  or  enroUee  cost-sharing  or  reduce  other  benefits,  all  of 
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which  would  be  counterproductive  as  seniors  dropped  their  supplemental  or 
Medicare+Choice  coverage.  Mandated  drug  coverage  also  could  lead  to  overly-restric- 
tive government  restrictions  on  private  plans,  such  as  prohibitions  on  the  use  of 
formularies  or  mandating  certain  levels  of  coinsurance. 

Today's  Medigap  marketplace  is  convenient  and  flexible,  ofTering  many  choices  to 
seniors.  Of  the  10  standard  Medigap  policies  (A  through  J)  sold,  three  (H.  I,  and 
J)  provide  varying  levels  of  coverage  for  outpatient  prescription  drugs.  Only  a  rel- 
atively small  number  of  seniors  (about  four  million)  are  willing  to  pay  the  additional 
premiums. 

Several  studies  show  that  adding  a  drug  benefit  to  Medigap  plans  that  currently 
do  not  include  such  coverage  would  increase  premiums  dramatically.  Seniors  who 
today  have  chosen  to  purchase  Medigap  policies  that  do  not  provide  a  drug  benefit 
would  end  up  paying  $600  more  a  year  (assuming  a  $250  deductible  for  the  policy), 
according  to  HIAA  estimates. 

And  if  Congress  were  to  require  more  comprehensive  drug  coverage,  those  pre- 
miums could  double.  According  to  a  May  1999  study  by  HIAA  and  the  Blue  Cross 
Blue  Shield  Association,  requiring  that  all  Medigap  plans  include  coverage  for  out- 
patient prescription  drugs  would  raise  Medigap  premiums  by  roughly  $1,200  per 
year,  an  increase  of  over  100  percent. 

Premium  increases  of  50  to  100  percent  would  result  in  many  seniors  dropping 
their  Medigap  coverage,  leaving  them  without  protection  against  the  high  out-of- 
pocket  costs  of  the  hospital  and  physician  services  not  covered  by  Medicare.  More- 
over, increases  of  this  magnitude  would  discourage  employers  (who  are  also  pur- 
chasers of  supplemental  coverage)  from  offering  such  a  benefit  at  all. 

It  is  doubtful,  then,  that  requiring  all  Medigap  policies  to  include  a  drug  benefit 
would  be  popular  with  seniors — who  would  experience  diminished  choice  of  policies, 
higher  prices,  and  in  som^e  cases,  loss  of  coverage. 

CONCLUSION 

The  plight  of  seniors  who  are  struggling  to  make  ends  meet  and  are  finding  it 
difficult  to  pay  for  medicine  is  very  real.  But  the  immediacy  of  the  problem  should 
not  lead  to  short-term  fixes  that  would  do  much  more  harm  than  good.  We  believe 
Congress  should  step  back  and  examine  a  broad  range  of  proposals — such  as  finan- 
cial support  for  low-income  seniors,  tax  credits,  and  fair  payments  to 
Medicare-i-Choice  plans,  most  of  which  offer  drug  benefits.  We  believe  there  are 
workable  solutions  that  can  meet  the  needs  of  our  seniors  without  undermining  the 
coverage  they  currently  rely  upon.  HIAA  stands  ready  to  work  with  the  members 
of  this  Subcommittee,  and  all  in  Congress  and  the  Administration,  to  ensure  that 
all  seniors  to  have  access  to  affordable  presciiption  drugs. 

Mr.  BiLlRAKlS.  Thank  you,  Dr.  Young. 

Ms.  Alecxih,  you  heard  the  comments  by  Dr.  Young,  his  most  re- 
cent comments  regarding  Medigap  insurance.  Do  you  agree  with 
them? 

Ms.  Alecxih.  In  terms  of  "don't  mess  with  Medigap"? 

Mr.  BiLIRAKlS.  In  terms  of  the  numbers  of  seniors  or  beneficiaries 
who  have  Medigap  and  the  reasons  why  they  don't  carry  the 
drug  

Ms.  Alecxih.  I  don't  think  there  is  any  direct  evidence  of  reasons 
why  they  don't  carry  it.  I  do  know  after  the  6-month  open  enroll- 
ment period,  that  there  are  only  like  two  companies  in  the  Blue 
Cross-Blue  Shield  selected  States  that  don't  use  health  status  as  a 
screen  for  whether  or  not  you  can  gain  that  coverage  at  a  future 
time,  you  know,  after  your  open  enrollment.  So  I  don't  know  if  it 
is  just  a  choice  based  on  premium  or  if  it  might  also  be  not  being 
able  to  gain  access  because  they  are  underwritten  out. 

Mr.  BiLlRAKlS.  All  right.  Now,  Dr.  Young  mentioned,  of  course, 
the  expense  involved  to  seniors  in  terms  of  a  Medigap  policy  which 
would  include  drug  coverage.  Notwithstanding  that,  if  all  Medigap 
insurance  policies  included  drug  coverage  or  if  all  seniors  who  have 
Medigap  were  to  use  the  Medigap  policies  that  include  drug  cov- 
erage, how  many  more,  in  terms  of  percentage,  seniors  now  not 
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covered  by  prescription  drug  coverage  would  be  covered,  would  you 
say? 

Ms.  Alecxih.  Well,  I  think  you  have  an  issue  

Mr.  BiLlRAKlS.  How  much  does  that  close  that  gap,  in  other 
words,  of  20,  30  percent,  whatever  it  is? 

Ms.  Alecxih.  About  15 — well,  about  30  percent  of  people  who 
have  supplemental  coverage  get  it  from  Medigap,  and  probably 
about  20  percent  of  those  then  have  drug  coverage,  and  that  is — 
you  said  13  percent. 

Mr.  BILIRAKIS.  We  get  13  percent. 

Ms.  Alecxih.  You  get  13  percent.  MCBS  gets  42  percent.  So  pick 
a  number  in  the  middle  for  now.  So  if  you  say  20  percent  of  30  per- 
cent, you  have  got  somewhere  in  the  neighborhood  of  6  percent,  but 
that  is  assuming  all  of  them  keep  the  coverage. 

Mr.  BILIRAKIS.  So  if  all  of  them,  if  all  of  the  Medigap  policy  hold- 
ers had  policies,  Medigap  policies  that  offer  prescription  drug  in- 
surance, you  would  raise  that  69  to  70  percent  figure  of  seniors 
who  have  prescription  drug  coverage  by,  what,  6  percent,  another 
6  percent?  Is  that  what  we  are  saying? 

Ms.  Alecxih.  Probably,  yes,  76,  77,  assuming  that  everybody 
who  has  Medigap  continues  to  have  a  Medigap  policy  and  that  you 
haven't  priced  them  out  of  the  market. 

Mr.  BILIRAKIS.  Yes.  Right,  right. 

Dr.  Young,  in  your  written  statement  you  indicated,  and  I  am 
just  quoting  from  that  written  statement,  that  stand-along,  drug- 
only  insurance  policies  simply  would  not  work  in  practice,  and  that 
their  proponents  have  promoted  a  fiction  by  ignoring  the  realities 
of  the  insurance  market,  and  of  course  you  expanded  upon  this 
here  orally  a  moment  ago.  But  expand  upon  that,  will  you?  Explain 
your  reasoning,  why  you  feel  that  that  is  the  case. 

Mr.  Young.  If  you  move  to  an  added  benefit,  drug  benefit,  you 
are  going  to  increase  the  cost,  and  the  people  that  look  at  that  and 
say,  "Does  that  cost  more  than  what  my  drugs  cost  out  of  pocket?" 
and  a  substantial  share  are  going  to  say  yes.  Why  should  I  buy 
that?  That  is  more  costly  to  me  than  my  drugs  are  costly. 

Mr.  BILIRAKIS.  Then  what  you  are  saying  is  that  prescription 
drug  only  coverage  would  not  work? 

Mr.  Young.  That  is  correct.  That  is  absolutely  correct. 

Mr.  BILIRAKIS.  Are  we  saying  that  the  insurance  companies 
would  not  offer  those  policies,  they  would  not  be  available,  or  they 
would  be  available  but  be  too  expensive  to  be  used? 

Mr.  Young.  It  is  entirely  possible  that  there  would  be  a  small 
number  of  companies  that  would  offer  them,  and  it  is  possible  that 
there  would  be  a  small  number  of  beneficiaries  that  would  buy 
them,  but  the  only  people  that  would  buy  them  are  in  the  high  in- 
come category  group,  so  that  it  is  not  a  solution  that  has  any  prac- 
tical value  across  the  great  majority  of  the  Medicare  population. 

Mr.  BILIRAKIS.  Disagreements?  Ms.  McCall?  Or  agreements, 
whatever?  Do  you  have  any  feeling  on  that. 

Ms.  McCall.  To  add  to  a  couple  of  comments,  I  think  some 
things  to  consider,  there  was  a  lot  of  good  discussion  this  morning 
about  the  ultimate  goal  that  we  want  to  achieve  and  how  quickly 
we  could  do  things  and  how  perhaps  it  may  need  to  be  phased.  But 
if  the  ultimate  goal  is  to  integrate  a  coverage  or  a  set  of  coverages 
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for  hospital,  physician  and  ultimately  pharmacy  coverage,  that 
moving  toward  a  stand-alone  perhaps  is  not  a  step  in  that  direc- 
tion, No.  1;  and  would  that  in  fact  be  a  universal  access  type  pro- 
gram? 

Point  No.  2,  there  may  be  some  unintended  consequences.  When 
you  have  a  more  integrated  approach  with  pharmacy  and  medical, 
there  are  medical  directors  who  will  tell  you  that  it  is  very,  very 
important  to  pay  for  particular  drugs  that  could  be  very  high  in 
cost,  and  yet  what  you  gain,  you  gain  for  not  only  quality  of  care 
but  for  cost  somewhere  else  in  the  care  equation.  So  how  companies 
offering  drug-only  coverage  would  approach  utilization  manage- 
ment, it  would  be  fundamentally  different  in  some  respects,  and 
you  would  have  to  be  careful  with  that. 

Mr.  BILIRAKIS.  Well,  my  time  is  up.  Mr.  Moran,  if  you  have  some- 
thing real  quick. 

Mr.  MORAN.  I  just  wanted  to  comment  briefly,  perhaps,  while 
agreeing  with  everyone  that  comprehensive  coverage  is  obviously  a 
superior  vehicle  to  deliver  these  drug  benefits,  for  all  the  reasons 
we  have  just  described,  I  have  a  slightly  different  view,  though  I 
reach  some  of  the  same  places  that  Don  does  on  the  individual  cov- 
erage. Perhaps  we  could  come  back  to  that  in  another  question,  if 
that  is  timely  from  your  perspective. 

Mr.  BiLlRAKlS.  Ms.  Alecxih,  do  you  have  anything  to  add  to  that? 

Ms.  Alecxih.  No,  thank  you. 

Mr.  BiLlRAKlS.  Thank  you.  Mr.  Waxman? 

Mr.  Waxman.  Well,  that  is  an  interesting  point  that  you  have  all 
seemed  to  concur  in,  that  stand-alone  policies  for  drugs  only  doesn't 
appear  to  be  a  viable  way  for  us  to  go  to  cover  people.  Does  any- 
body disagree  with  that,  on  this  panel?  Mr.  Moran? 

Mr.  Moran.  Yes,  Mr.  Waxman.  While  not  completely  disagreeing 
with  it,  from  the  standpoint  that  clearly  I  join  my  colleagues  in 
suggesting  that  comprehensive  coverage  is  superior  as  a  mecha- 
nism for  delivering  a  drug  benefit,  for  all  the  reasons  we  have  de- 
scribed, if  comprehensive  reform  is  not  in  the  offing,  and  the  ques- 
tion is  not  whether  or  not  you  are  going  to  go  forward  with  an  in- 
terim benefit  but  what  form  of  interim  benefit  you  are  going  to  go 
forward  with,  then  the  analytical  framework  might  shift  a  little  bit 
and  you  might  get  a  slightly  different  answer  from  some  of  us  than 
the  one  you  have  gotten  up  until  now. 

Mr.  Moran.  Well,  give  me  an  example  of  a  benefit  that  would  be 
limited  so  that  it  might  induce  insurers  to  want  to  cover  prescrip- 
tion drugs? 

Mr.  Moran.  Let  me  offer  you,  without  trying  to  speak  for  Don 
and  his  industry,  a  couple  of  insights.  One  is  that  in  a  purely  vol- 
untary market  where  no  one  received  any  degree  of  financial  sup- 
port for  participation,  you  would  have  more  concern  about  that 
than  you  would  in  a  market  where,  as  many  people  are  discussing 
in  a  variety  of  proposals,  a  substantial  number  of  people,  without 
regard  to  their  drug  health  risk,  who  are  going  to  be  offered  a  fair- 
ly substantial  degree  of  subsidies  to  participate.  To  the  extent  that 
is  in  fact  the  case,  you  could  have  a  viable  private  market  wrapped 
around  that  degree  of  participation  without  too  heavy  concerns 
about  the  kind  of  selection  effects  that  people  are  worried  about. 
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I  think  a  second  area  of  concern  is  that  if  there  are  expedients 
that  could  dampen  the  risk  faced  by  insurers  through  a  variety  of 
mechanisms,  pubHc  or  private,  that  might  also  have  a  mitigating 
effect. 

And,  at  the  end  of  the  day,  I  think  you  have  to  understand  that 
the  context  of  some  of  the  insurance  industry's  concern  is  not  just 
what  Washington  will  do  but  how  a  freestanding  drug  benefit 
would  play  out  vis-a-vis  the  existing  State  regulatory  structures, 
because,  as  you  recall,  Medigap  policies  are  now  price  regulated  in 
virtually  every  State  in  the  country  at  the  individual  market  level. 
And  if  I  were  an  insurer  valuating  a  private  market,  I  might  be 
very  concerned  that  I  could  go  into  a  Federal  scheme  that  seemed 
to  be  well  balanced  and  reasonable,  and  then  get  stuck  with  totally 
unrealistic  price  regulation  at  the  State  level  going  forward. 

So  there  is  a  lot  of  work  to  do  to  get  to  a  workable  policy,  and 
I  don't  mean  to  pretend  that  it  is  simple,  but  I  am  not — I  am  trying 
to  maybe  offer  you  an  existing  proof  that  it  is  perhaps  not  impos- 
sible. 

Mr.  Waxman.  It  sounds  like,  and  I  want  to  hear  Dr.  Young's 
view,  but  it  sounds  like  you  are  saying  if  it  is  heavily  subsidized, 
maybe  someone  will  offer  it,  if  you  relieved  them  of  regulatory  re- 
sponsibility at  the  State  level  and  limited  the  benefit. 

Mr.  Young.  Thank  you,  sir.  That  is  a  very  good  summary. 

Mr.  MORAN.  I  would  probably  go,  having  been  invited  to  talk  to 
you  about  the  wonders  of  stop-loss,  I  would  probably  have  to  advo- 
cate that  in  this  context,  as  well.  I  think  you  could  offer  a  benefit 
in  the  private  market  context  focused  on  the  highest  market  cost 
drugs  without  worry  about  severe  selection  effect. 

Mr.  Waxman.  How  would  you  get  any  kind  of  cost  containment 
under  this  kind  of  a  scheme?  Any  of  you  have  any  ideas  of  that? 

Mr.  Young.  In  terms  of  the  current  Medigap  market,  while  there 
is  not  a  lot  of  people  in  it,  there  is  the  ability  to  get  price  discounts. 
The  Medigap  carriers  that  do  write  this  and  the  people  that  do  buy 
it  are  pointed  toward  places  where  they  can  buy,  mail  order 
houses,  other  sites,  so  they  get  some  price  discounts.  They  don't 
have  the  care  management  piece  but  they  do  have  the  pricing  dis- 
counts. 

Mr.  Waxman.  Is  that  our  most  efficient  way  to  get  the  price  dis- 
counts and  to  integrate  a  prescription  drug  benefit  with  the  other 
health  care  needs?  Ms.  McCall,  you  spoke  to  that  point  a  bit. 

Ms.  McCall.  I  apologize.  Is  which  way  the  most  efficient  way? 

Mr.  Waxman.  Well,  if  you  get  a  Medigap  policy  that  covers  pre- 
scriptions, which  is  heavily  subsidized  but  has  a  limited  prescrip- 
tion benefit,  now  it  is  going  to  pay  for  some  drugs,  and  I  asked 
whether  there  can  be  cost  containment.  In  Dr.  Young's  view,  he 
thinks  that  there  could  be  cost  containment  because  they  are  a 
larger  purchaser,  but  are  we  really  going  to  get  the  benefit  of  the 
maximum  cost  containment  that  we  could  get  in  a  reasonable  fash- 
ion, and  integrate  the  benefit  with  other  health  care  services? 

Ms.  McCall.  It  would  be  more  difficult  in  that  type  of  design. 
I  will  go  back  to  what  my  colleagues  stated  in  discussions  about 
stop-loss.  You  can  have  very  high  stop-loss,  but  you  have  to  look 
at  what  
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Mr.  Waxman.  I  wasn't  talking  about  stop-loss.  I  was  just  talking 
about  the  benefit  itself. 
Ms.  McCall.  Correct. 

Mr.  Waxman.  Because  the  fact  of  the  matter  is,  of  all  the  demo- 
graphic groups,  seniors  are  charged  the  highest  for  prescription 
drugs,  and  this  is  true  because  so  many  seniors  don't  benefit  from 
being  a  large  purchaser  with  the  ability  to  get  discounts  on  drugs. 
So  I  don't  think  the  experience  has  been,  Dr.  Young  has  argued 
there  is  some  contrary  evidence,  but  I  don't  think  it  has  been  true 
that  under  the  Medigap  plans  you  get  a  large  amount  of  discounted 
drugs.  I  think  most  of  the  time  you  purchase  drugs  at  retail  prices 
and  the  Medigap  policy  pays  for  it.  Do  you  think  the  Medigap  ap- 
proach is  going  to  be  a  way  to  get  leverage? 

Ms.  McCall.  I  believe  that  we  can  get  cost  containment  through 
lower  prices  through  that  mechanism.  I  have  much  less  experience 
with  Medigap.  However,  the  limited  Medigap  business  that 
Humana  had,  we  were  able  to  obtain  the  on-line  adjudication  and 
the  discounts  for  the  enrollees  that  we  did  have  in  our  Medigap 
policies,  so  I  believe  that  those  mechanisms  could  be  used  to  obtain 
the  type  of  cost  containment  you  are  talking  about. 

Mr.  MORAN.  I  guess  if  I  might,  Mr.  Waxman,  just  supplement 
that  slightly,  it  really  depends,  to  be  direct  about  answering  your 
question,  on  what  your  standard  of  efficiency  is.  If  your  standard 
of  efficiency  is  the  lowest  unit  prices  for  a  particular  class  of  drugs, 
then  it  really  depends  on  the  benefit  design.  I  mean,  the  chal- 
lenges, most  of  the  benefit  designs  we  have  seen  brought  forward 
in  this  debate  are  really  not  insurance;  they  are  just  a  form  of  in- 
stallment financing  for  whatever  purchases  people  were  going  to 
make  anyway. 

Mr.  Waxman.  There  is  not  much  cost  containment  in  that. 

Mr.  MORAN.  No.  Well,  certainly  heavy  front  end  dollar  benefit 
structures  capped  at  $500  or  $1,00C  or  something  like  that  have  ac- 
tuary values  very  close  to  $500  or  $1,000.  I  mean,  people  are  basi- 
cally buying  a  sure  way  of  paying  for  that  throughout  the  year.  If 
that  is  your  policy,  then  you  can  argue  whether  price  controls  are 
more  efficient  than  competing  private  markets,  that  kind  of  stuff, 
but  that  doesn't  give  you  a  lot  of  policy  traction. 

If,  on  the  other  hand,  your  policy  is  insurance,  then  trying  to  cre- 
ate a  market  that  stimulates  an  environment  where  people  can  get 
coverage,  and  I  think  a  private  market  could  actually  be  a  fairly 
efficient  way  of  bringing  about  fairly  higher  end  catastrophic — well, 
I  guess  we  weren't  supposed  to  say  the  "c"  word,  were  we,  Mr. 
Chairman? 

Mr.  Waxman.  If  catastrophic  coverage  were  the  goal. 

Mr.  MORAN.  If  that  were  the  primary  essence  of  where  you  were 
going,  then  a  private  market  could  be  very  efficient  at  bringing  you 
that. 

Mr.  Waxman.  I  see  my  time  is  up. 
Mr.  BiLiRAKis.  Dr.  Ganske? 

Mr.  Ganske.  Well,  Mr.  Chairman,  I  just  have  to  keep  going  back 
to  lessons  that  Congress  should  have  learned  from  1988  on  this. 
Mr.  Burr  had  a  series  of  questions  for  the  previous  panel,  and  I 
think  this  panel  was  in  the  room  at  the  time,  and  it  was  basically 
along  the  lines  that  under  the  administration's  plan,  for  instance, 
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which  still  costs  about  $170  billion,  a  sizable  percentage  of  the 
beneficiaries  would  end  up  paying  more  rather  than  less  in  their 
current  situation,  because  maybe  they  don't  need  that  much  in 
terms  of  a  pharmacy  benefit. 

This  in  fact  is  what  happened  in  1988.  That  wasn't  a  voluntary 
program.  That  was  across  the  board.  And  so  if  you  look  at  the  sur- 
veys from  that  time,  you  found  that  the  senior  citizens  were  about 
evenly  split.  About  50  percent  thought  that  that  catastrophic  plan 
was  good,  and  about  50  percent  were  vehemently  against  it  because 
it  raised  their  premiums,  and  they  also  had  some  means  testing  in 
there,  the  same  thing  that,  you  know,  the  administration  is  pro- 
posing. 

And  it  goes  back  to  what  Mr.  Rostenkowski  said  was,  tongue  in 
cheek,  a  mistake  that  they  made  when  Congress  designed  that  pro- 
gram at  that  time.  He  said  we  adopted  a  principle  universally  ac- 
cepted in  the  private  insurance  industry:  People  pay  premiums 
today  for  benefits  they  may  receive  tomorrow.  But  the  fact  is,  if  you 
have  a  voluntary  program  and  if  somebody  looks  at  it  and  says, 
'Tou  know,  I  don't  need  that  much  right  now.  I  don't  think  I'll  get 
into  paying  more  premiums  right  now.  I'll  just  wait  until  I  get  a 
little  sicker  and  I  need  higher  premiums,"  then  you  have  distorted 
that  risk  pool  significantly. 

So  it  looks  to  me  like,  you  know,  the  administration  is  trjdng  to 
get  around  the  problem  that  they  had  in  1988  by  saying,  'Well, 
now  we  are  just  going  to  be  voluntary,"  but  then  they  come  up  with 
this  80  percent  participation  that  I  just  can't  see  with  the  way  the 
numbers  are.  And  it  gets  us  back  to,  well,  if  you  put  enough  Fed- 
eral dollars  into  this  benefit  so  that  the  seniors  have  to  pay  almost 
nothing  for  this,  and  you  are  now  just  talking  about  a  $10  premium 
increase,  well,  then,  yes,  then  you  may  be  able  to  get  enough  par- 
ticipation, and  of  course  the  seniors  would  love  that.  But  that  is 
why  the  Clinton  administration  didn't  design  it  that  way,  because 
they  have  already,  under  the  way  they  have  done  it,  come  up  with 
about  a  $170  billion  plan. 

Now,  is  my  analysis  correct? 

Mr.  Young.  Your  analysis,  from  the  point  of  view  of  drug-only 
Medigap,  is  exactly  on  the  mark.  That  is  our  point  exactly.  That 
is  why  a  drug-only  insurance,  private  insurance  solution  is  not  a 
solution  at  all.  It  is  not  going  to  work.  You  are  right  on  the  mark. 

Mr.  MORAN.  At  the  risk  of  sounding  like  a  broken  record,  I  guess 
I  would  say  that  the  critique  there  is  not  so  much  the  label  you 
put  on  it  but  the  fact  that  once  again  the  policy  you  are  character- 
izing is  one  that  is  very  heavily  oriented,  with  very  heavy  front  end 
benefits,  with  very  low  caps.  In  an  environment  where  you  are 
doing  that,  all  you  are  doing  is  taking  money  out  of  people's  pock- 
ets and  then  handing  it  back  to  them  in  some  different  fashion 
than  what  they  collected  it,  and  of  course  you  can  find  a  whole  va- 
riety of  circumstances  under  which  some  people  get  more,  some 
people  get  less,  in  often  seemingly  random  fashion,  without  making 
any  sense  of  it. 

Mr.  Ganske.  Correct  me  if  I  am  wrong.  We  have  got  several  ac- 
tuaries on  this  panel,  and  everyone  is  well  versed  in  what  is  going 
on,  but  it  looks  to  me  like,  you  know,  we  have  seen  some  significant 
HMO  premium  increases,  not  in  Medicare  but  across  the  board. 
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Isn't  a  large  percentage  of  that  related  to  the  significantly  esca- 
lating pharmacy  benefit  cost? 

Mr.  Young.  Absolutely.  Drug,  pharmacy  costs  are  by  far  the  fast- 
est growing  component,  16  percent  and  in  some  cases  even  more 
a  year,  and  becoming  a  substantial  part  of  the  overall  funding. 

Mr.  Ganske.  And,  Mr.  Moran,  I  think  you  alluded  to  the  fact 
that  we  have  got  some  drugs  coming  on  line  here  that  could  be 
hugely  expensive.  I  mean,  we  are  talking  about  gene  therapies.  We 
are  talking  about,  I  believe  that  we  will  see  in  my  lifetime  a  type 
of  protein  breakdown  inhibitor  that  could  affect  the  ends  of  the 
chromosomes,  which  would  be  an  anti-aging  type  of  medication. 
Now,  you  know,  a  drug  company  will  have  the  patent  for  that.  I 
think  that  that  is  going  to  be  very,  very  expensive.  That  could 
bump  you  right  into  that  catastrophic  limit,  even  if  it  is  very  high, 
if  you  start  out  with  something  at  $6,000,  $7,000.  Is  that  not  right? 

Mr.  MORAN.  I  think  the  point  I  was  trying  to  make  earlier  is  that 
it  depends  on  what  your  policy  concern  is.  If  your  policy  concern 
is  in  fact  about  making  certain  that  all  Medicare  beneficiaries  have 
access  to  the  highest  cost  products  as  they  become  available  on  the 
market,  to  the  extent  they  are  therapeutically  indicated,  then  you 
have  to  go  in  the  direction  of  a  stop-loss  type  of  policy  because  no 
other  type  of  policy  is  going  to  get  you  there. 

Indeed,  perhaps  the  analogy  that  might  resonate  is  that,  let's 
suppose  that  within  3  years  we  announced  that  some  biotechnology 
company  had  discovered  a  cure  for  Type  I  diabetes  that  constituted 
a  6-months  course  of  a  biological  that  cost  $75,000  a  year  to  manu- 
facture. How  long  would  this  subcommittee  be  able  to  avoid  hear- 
ings on  that  subject,  and  what  would  you  do  with  it,  if  it  came 
about? 

Mr.  Ganske.  There  you  go. 

Mr.  Moran.  You  would  either  have  a  stop-loss  policy  already  in 
place  as  a  policy  response  to  that  eventuality,  or  you  would  be  au- 
thorizing that  program  in  the  coming  months,  in  the  same  way 
that  you  have  authorized  programs  for  the  treatment  of  end  stage 
renal  disease  and  other  areas  where  there  were  definitive,  kind  of 
"nail  it"  treatments  brought  forward,  regardless  of  the  price. 

So,  I  mean,  to  me  that  is  the  challenge  in  all  of  these  issues,  is 
on  the  one  hand  we  can  say  that  we  are  dealing  with  this  from  the 
context  of  the  existing  structure  of  drug  benefit  programs  and  we 
know  what  to  do,  but  the  policy  challenge  is  right  over  the  horizon 
looking  at  us. 

Mr.  BiLlRAKlS.  The  gentleman's  time  has  expired. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman. 

Mr.  BILIRAKIS.  Mr.  Barrett? 

Mr.  Barrett.  Thank  you,  Mr.  Chairman.  I  apologize  for  not 
being  here  for  the  testimony,  so  my  questions  might  not  particu- 
larly be  on  the  mark  or  might  seem  naive,  but  the  first  comment 
and  question  I  have  is,  one  of  the  parts  of  the  debate  that  we  hear, 
one  of  the  points  we  hear  with  regard  to  trying  to  control  the  cost 
of  prescription  drugs  is,  whether  it  is  with  a  market  type  of  ap- 
proach, or  some  would  argue  that  it  is  price  controls,  is  it  would 
inhibit  innovation,  it  would  inhibit  any  type  of  explorations. 

Do  you  find  that  the  current  laws  with  regard  to  Medicare,  be- 
cause Medicare  obviously  covers  virtually  everything  except  pre- 
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scription  drugs,  have  they  in  any  way  inhibited  research  or  innova- 
tion in  other  areas  of  health  care?  And  just  go  down  the  line,  just 
to  get  your  opinion  on  that. 

Mr.  Young.  That  would  be  a  very  difficult  question  to  answer  de- 
finitively, as  that  is  a  cause  and  an  effect.  I  don't  have  any  infor- 
mation that  says  that  there  is  evidence  that  you  have  impeded  in- 
novation. I  think  you  can  argue  in  a  number  of  cases  that  Medi- 
care's payment  policies  have  in  fact  provided  fuel  that  has  fostered 
some  innovation,  by  putting  more  money  in  the  health  care  system 
overall,  but  I  am  not  sure  how  anyone  would  ever  draw  the  conclu- 
sion with  any  degree  of  certainty  that  you  are  asking. 

Ms.  Alecxih.  I  think  the  set-asides  within  Medicare  and  the  hos- 
pital PPS  payment  system  for  teaching  hospitals,  in  and  of  itself, 
encourages  innovation  because  that  is  where  a  lot  of  that  stuff  is 
going  to  occur  on  the  medical  procedure  side.  And  so  I  don't — that 
is  all  I  would  have  to  offer  on  that  point. 

Mr.  MORAN.  I  mean,  in  the  intermediate  and  the  longer  term  it 
is  possible  to  take  all  kinds  of  different  views  about  this.  I  guess 
my  thinking  on  this  is  colored  heavily  by  the  fact  that  if  you  look 
out  across  the  existing  landscape,  a  lot  of  the  really  cutting  edge 
stuff  is  being  done  now  by  smaller  biotech  companies  rather  than 
by  large  pharma  companies,  and  virtually  all  of  those  are  that  the 
point — they  are  in  a  premarketing  stage.  They  basically  have  no 
revenues,  and  they  are  100  percent  dependent  on  venture  capital 
in  order  to  finance  the  next  6  to  9  months  of  operation. 

And  I  guess  a  concern  I  have  is  at  some  point,  if  you  were  to 
come  forward  with  a  serious  prospect  that  there  might  be  some  ac- 
tive price  intervention  from  Congress'  standpoint,  the  venture  cap- 
ital would  dry  up  for  a  large  chunk  of  that,  and  if  venture  capital 
dries  up  for  a  large  chunk  of  it,  they  don't  make  it  through  the 
year. 

Mr.  Barrett.  But  have  you  seen  any  evidence  of  venture  capital 
drying  up  for  any  other  segment  of  the  health  care  industry? 

Mr.  MoRAN.  I  think  you  would  have  a  difficult  time  financing 
any  subacute  fields  this  month,  frankly.  Yes,  venture  capital  dries 
up  in  every  area  of  health  care  where  it  turns  out  not  to  be  a  good 
idea  on  a  retrospective  basis.  And  so,  I  mean,  that  is  the  challenge 
in  all  of  this. 

Mr.  Barrett.  Ms.  McCall? 

Ms.  McCall.  I  guess  to  add  onto  what  Mr.  Moran  has  just  said, 
I  have  had  the  opportunity  to  negotiate  with  a  number  of  manufac- 
turers and  have  had  to  pay  a  lot  of  attention  to  formulary  design, 
and  I  understand  the  challenges  that  pharma  faces  in  terms  of— 
not  that  I  always  like  them,  but  I  understand  the  challenges  they 
face  in  terms  of  how  long  they  have  for  a  drug  to  be  on  market. 

Mr.  Barrett.  That  is  no  my  question. 

Ms.  McCall.  I  understand. 

Mr.  Barrett.  My  question  is  other  areas  of  health  care.  I  under- 
stand the  argument  that  it  is  tabu,  that  we  should  never,  ever 
mention  any  type  of  government  intervention  with  

Ms.  McCall.  Sure.  I  do  believe  

Mr.  Barrett,  [continuing]  with  prescriptions,  but  it  blows  my 
mind  when  I  see  the  commercials  that  say  do  you  want  government 
involved  in  your  health  care,  and  I  am  thinking  the  only  part — 
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talking  to  seniors,  the  only  part  that  government  is  not  involved  in 
is  prescription  drugs,  and  everybody  is  happy  with  everything  but 
that.  So  I  am  wondering  what  evidence  there  is  that  somehow  gov- 
ernment has  screwed  up  innovation  in  other  areas  of  health  care 
because  government  is  involved. 

Ms.  McCall.  The  only  evidence  that  I  would  see,  and  I  don't 
think  it  is  screwed  up,  is  again  in  the  subacute  area  where  the 
issue  is  one  of  financing.  Are  we  trying  to  actually  finance  some- 
thing below  the  cost  that  it  takes  to  deliver  something?  Once  you 
reach  that  point  and  everybody  recognizes  it,  there  will  not  be  an 
injection  of  capital  into  those  areas. 

But  I  also  believe  that  what  is  happening  in  the  drug  develop- 
ment area  is  so  unlike  what  is  happening  in  other  areas  of  techno- 
logical development,  that  it  is  at  least  different  in  degree,  if  not  dif- 
ferent in  kind,  in  the  types  of  development  taking  place. 

Mr.  Barrett.  Have  any  of  you  looked  at  the  Tom  Allen  bill?  I 
know  that  it  is  something  that — and  I  was  frankly  a  little  dis- 
appointed when  I  looked  at  the  committee  memorandum  and  the 
different  models  for  reform.  It  listed — I  didn't  see  any  mention  at 
all  of  the  Tom  Allen  bill,  and  I  am  just  interested  in  your  com- 
ments on  that  bill. 

Mr.  MORAN.  The  superficial  policy  is  what  it  is.  It  states  an  in- 
tention to  try  to  go  toward  what  amounts  to  a  unitary  pricing 
structure  or  a  voluntary — I  mean,  the  challenge,  whether  or  not 
you  believe  that  as  a  matter  of  policy  is  a  matter  of  taste,  in  my 
judgment.  The  question  really  is  as  to  the  administrative  work- 
ability of  it,  and  I  guess  my  experience  in  these  kind  of  things  is, 
you  won't  know  until  you  try  it,  and  once  you  have  tried  it,  you  will 
find  it  is  a  lot  more  complex  than  you  think  it  is. 

Mr.  Young.  The  information  that  was  presented  by  Mr.  Green- 
wood I  think  showed  price  versus  other  factors  driving  up  costs, 
and  that  price  was  a  component  but  there  were  multiple  other  fac- 
tors that  were  driving  up  drug  spending  costs,  including  utilization, 
mix  of  services,  and  things  that  were  used.  And  so  I  think  you  have 
to  be  careful  if  you  are  focusing  only  on  price,  No.  1.  And,  No.  2, 
we  have  had  a  number  of  experiments  in  this  country  on  price  con- 
trols, and  they  generally  have  not  worked  well. 

Mr.  Barrett.  I  am  sorry.  Do  you  believe  that  the  Allen  bill  is 
price  controls,  I  guess  was  my  question. 

Mr.  Young.  Okay.  Then  we  get  into  a  matter  of  semantics.  I 
don't  know  what  kinds  of  words  you  want  to  use,  but  you  are  inter- 
fering with  an  exchange  or  you  are  intruding  into  an  economic  ex- 
change, whether  you  want  to  talk  about  it  as  price  controls  or  how 
you  do  it. 

And  we  do  know,  as  one  of  the  witnesses  mentioned  earlier,  that 
the  Medicaid  system,  whether  you  call  that  price  controls,  led  to  a 
change  in  the  market.  There  is  an  action  and  a  reaction  to  it.  So 
I  think  you  need  to  be  very  careful  when  you  start  getting  involved 
in  market  transactions  and  rules  and  regulations. 

Mr.  Barrett.  One  final  question,  just  as  a  follow-up  to  that.  I 
am  of  the  belief  that  under  the  current  system,  that  older  people 
pay  more  because  disproportionately  they  are  not  covered  by  health 
care  plans.  And  Ms.  McCall  made  reference  earlier  to  unintended 
consequences.  I  guess  my  first  question  is,  do  you  agree  with  my 
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factual  assertion  that  older  people  by  and  large  are  paying  more? 
And,  second,  is  that  an  intended  consequence  or  an  unintended 
consequence? 
Mr.  BiLlRAKlS.  Brief  responses,  please. 

Mr.  Young.  It  is  a  consequence  of  younger  people  tending  to 
have  insurance,  and  they  buy  insurance  through  the  workplace  and 
they  are  in  some  form  of  pharmacy  benefit  management,  drug  pric- 
ing. So  they  are  getting  a  discount,  and  the  seniors,  the  evidence 
seems  to  be  overall,  are  paying  more  than  those  who  are  getting 
a  discount  through  a  large  group. 

Mr.  Barrett.  So,  is  that  an  intended  consequence  or  an  unin- 
tended consequence  of  the  current  system? 

Mr.  Young.  No,  I  think  that  is  an  unintended  consequence.  I 
think  the  consequence  was  to  give  those  who  are  negotiating  in 
plans,  and  the  plans  moved  forward,  to  get  the  discounts. 

Mr.  Barrett.  Okay.  And  I  would  yield  back.  My  only,  if  I 
may  

Mr.  BiLiRAKis.  You  are  well  past  your  5  minutes. 

Mr.  Barrett.  The  fear  of  moving  into  these  new  systems  is  that 
there  is  unintended  consequences.  My  point  is,  under  the  current 
system,  as  you  have  said,  Dr.  Young,  there  is  an  unintended  con- 
sequence that  I  think  hurts  older  people.  And  I  would  yield  back 
the  balance  of  my  time, 

Mr.  Young.  If  I  could  just  add  to  it,  there  is  a  residual,  and 
maybe  we  are  getting  into  semantics  about  an  unintended  con- 
sequence or  a  residual  effect.  The  fact  that  the  seniors  are  plajdng 
may  be  a  residual  effect  and  not  an  unintended  consequence. 

Mr.  BiLlRAKlS.  Dr.  Ganske,  did  you  have  anything  further,  an- 
other minute  or  2?  You  are  more  than  welcome. 

Mr.  Ganske.  No,  thank  you. 

Mr.  BILIRAKIS.  I  have  shocked  you,  haven't  I? 

Well,  you  have  waited  for  so  very  long,  and  we  certainly  appre- 
ciate it.  By  now,  some  of  you  have  done  this  before  and  you  know 
what  it  is  like  being  on  that  third  panel,  which  is  always  a  terrible 
panel  to  be  on.  But  we  appreciate  it  so  much. 

Now,  there  may  be  and  quite  often  are  questions  from  the  mem- 
bers of  the  subcommittee  staffs  to  you  in  writing,  and  I  know  you 
don't  mind  receiving  those  and  responding  to  them,  if  you  would. 
If  there  isn't  anything  further  to  come  before  this  subcommittee,  we 
will  go  ahead  and  adjourn  and  release  you,  and  thank  you  again. 

[Whereupon,  at  3:19  p.m.,  the  subcommittee  was  adjourned.] 
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